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SECRET 


Second Draft February 21), 


Londcn Working Pavty on 
Compensation, Repatriation and R 


of Palestine 


&£ssumption: there night be sufficient improvement in »reb-Israel 


to permit negotiation (in private, and 

1@ conclusion of a peace) of a 
settlement covering abatement of ¢é 
rationalisation of armistice line: 


Goinpencation or repatriation of arab 


consider the assessment, financing and 
distribution of compensation; tne prospect 

of repatrieting some of the refugees; and *he 
result cf these and other neossihle operations in 


terms of resuttlement of the refugees, 


/SUMMARY 


SECRET 
SUMMARY OF CONCLUSIONS 

5. COMPENSATION 
I s#ssessment 

The London Working Party concludes:- 

(a) That Israel should pay compensation for the 
immovable property of 4rab refugees, 

(bo) That the compensation due from Israel in respect 


of movable property should be set off against, end cancel out, 


Israels claims to compensation for danage done and property iost 


in the course of hostilities. 

(ec) That the estimate of £100 m. made by the P.C.C. in 
1951 should be the basis of compersation for the immovable 
property. 

(a4) That this figure should be increased by £218 m, in 
respect of loss of use and rents since the ending of hostilities, 
and by a furtjuer £10 m. in respect cz logs of Serants' rights, 

(e) That the P.C.C. should be asked to ensure that the 
aggrecation of the individual claims which it is now assessing 
does not result in a different total from the 'global' figure 
of 2100 m. already adopted Ly the Commission. 

II Financing 

(r) That compensation as above should be financed by the 
Government of Israel which wold recoup itself in part bv foreign 
assistance which might take the form of a development loan bearing 
interest and amortised over 60 years. 

(g) That Israel's capacity to pay invalves a pattern of 
financing as follows:- 

Isreel (minimum) 
LoeB World Jewry £25 m. 
U.S. Government Lacy nl 


U.K. Government GIO? Voceasweaes Site iis 
£128 m. 


III Distribution. 

(h) That full and final settlement of each claim, allowing 
appeals to arbitretion, would be impossible and therefore, 

(i) That £100 should be paid to each family as soon 
as it elects to leave UNRWa. This would involve an cutlay of 
up to £18 million spread possibly over 10 years. 

(j) That on completion of the P.C.C. assessment the 
balence of claims up to £2000 per family should be paid, and 
the families receiving £1000 or mere should be automatically 
struck otf the ration rolls. This would involve a net outlay 
of about £67 million in the fourth and fifth years. 

(x) That the balance of claims over £2000 per family 
should be invested in a bank with refugee and P.C.C. 
representation on the Board, in order to create further employment 
in the region. The outlay would be about £43 million from the 
fourth year onward. 

Be. REPATRI-TION 


(1) Thet with a view to reconciling Arab claims to a 


general right of repatriation with Israel's inability to take 


more than limited numbers, Israel shovld offer qvotas for five 
years, but without any undertaking about the future. The most 
to be expected is that.the five year total should be 75,000, plus 
a furtner 75,000 from Gaza if Israel accepts the strip. 

(m) That Israel should undertake the settlement of arab 
repatriates (not necessarily in their former homes) in the same 
wey as she settles Jewish immigrants, but in liaison with UNRWA. 

(n) That the costs of repatriation should (in order to 
aveid deductions by Israel from the compensation and consequent 
sppasition by the zrabs) be borne by UNRWA, which would 
recover the amount spent on each individual family as far as 


possible from that family's compensation entitlement. The 


/cost is 


cost is not likely to exceed £10 million of which a high proportion 
might be recovered, 
C. RESETTLEMENT 
(o) That all possible measures should be 
Aece..erate the general economic development of 


which is & pre-coadition of large-scale resettlement. 


(p) That it is essential for the Arab governments vo permit 


free movement, residence aad enployment of refugees throughovt 
the cegion. 

{o) Theat UNRW4 should close down in Syria after five veers 
that it would be required for up to 70 years elsewhere. 
RESULTS 

(s) It is estimsted that the foregoing proposals, if 

put into operation, might bring al the resettlement or 
disversal of some 600,000 refugees over the next five 
figuze it arrived s “ollows:- 

419,000 r=fugees drawing over £1,CO00 compensation 

per family. 


70,600 be i syria to be disovyned by UNRWs 


7O,00G lixely to eitigrats vo Iraq. 
150,000 to ve repatriated cto Israel. 
200,000 to be setvled by UiRWA in the Jordan valley 


arg Sinei. 


600,000 Total 


UNRV4's relief costs may be reduced to a half by 1960. 
(s) That dv 1955 it may conceivably be possible to resettle 


or disperse the rest of the refugees and thus disband UNRWA. 


Assessment 


Immovable property (ownership) 


Published estimates of the value of immovable property in Israel 


abandoned by Areb refugees yary between thirty million anc eight 

hundred and fifty million pounis sterling. Some of these estimates 

are mere guesses whereas others are considered valuations mede, it is 

true, ot. a ‘global’ basis, but nevertheless supported by a cousiderable 

‘amount of evidence and careful analysis, Perheps the most frilly 

documented of these estimates, and at the seme time the orly one which 

emonates from a source not obvicusly partisen, is the estimate of one 

hundred million pounds sterling which was made in 195] by the Rerugce 

Office of the Palestine Conciliation Commission, sdopted by the 

Commicsion, and sutmitted to the General assembly, where it was not 

seriously ckrallenged. Incidentally this figure folls betweei rhe 

mest reasonable of &rob and Jewish estimates, nanely those of 

Mr. Froneis Kettoneh (£108-125 million) pad Mr, Joseph Woitz 

(£70 million). 

26 The total value of the zroperty could be estimited alse vy 

making e separate valuotion of each individual holding and aggregating 

the results. (The moterial for making such valuetions existr to a 

large exten* in the shope of the Lend Resisters oni Tex Records of 

tho Mandatory Governmens. ) This work is now being undertaken ty the 

P.C.C., but it is a slow process and must take severnl years to 

complete. Bven when the worx is completed it is doubtful wiether 

the total will be any more reliabis than the 'global' figuee reached 

by speedier methods; and it might well be jifferent. The reason 

for this ts that, where there is nc market to test results, valuation 

must depend very much upon the opinion of the valuer. From a moss of 

meterial he has to selecc that which is relevant and to attach to 

each item of information its proper relative importonce, If he is 

an interested party it must be extremely difficult for him to prevent 

his feelings from influencing his judgment without his even knowing 

it. This is not to suggest that the work now being undertcken by 

the P.C.Cc. is o waste of time, On the contrary, it 1s vary necessery 
/for the 
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for the purpose of distribution of compensation that the sepsrate 
value of each individual holding should be knovm, and the technics 
sxill cf Mr. Hadsawi, who is directing the work for the P.C.C., is such 
that o proper reletivity of value os between one holding ond another 
ean be relied upon. 
3. The conclusion is inevitable that no useful purpose would be 
served by postponing negotiations until the case-by-case examination 
now proceeding under Mr, Hedsewi is completed, even if it were 
expedited, We are satisfied thet the 1951 estimate of the P.C.C. 
Refugee Office is a rensonable estimte of the 1947 cepitel value to 
the owners of the immovable property, and it should be adopted as 
the basis of negotiations, more esyecinlly os it has nlreacy been put 
to the Israci Governrent by the P.C,.C. 
h, If the figure of £100 million is adopted as the basis of negotia- 
tions, it would however be most unfortunote if the P.C.C. leter 
errived at some substantially inigher figure by segregating individual 
claims, It vould be tco great a coincidence that the aggregete or 
the individusl valustions now being made should be exactly £100 ,000,000 
and. in view of the fact that Mr, Hadawi 1s an arab, a refugee, and a 
property owner, it will doubtless be more unless he is suitabiy 
directed, The P.C.C. should therefore be asked to ensure that this 
4s done, and to shape the character of the operation which i is now 
undertaking in order to produce an analysis of the gloonl figure 
which it hes alreody adopted rather then a synthesis of new 
valustions,. The aim of the operation would be to apportion the 
£100 million fairly between the slcimants. 
Be it should be noted that if Isreel cédes territory including 
some areb property (cther than the demilitarised zones which are not 


covered by the essessment of £100 million) the value of that arab 


property will have to be assessed urgently, on the P.03;6.'s 1951 


basis, ond be deducted from the £100 million. No further reference 
to the possibility is however made in the present report. 

Immovable propert use and revenue 

6, Since the cessation of octive hostilities in March 1949 the 
Arab owners have been deprived of the use of and revenues from the 


/property. 
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property. Conversely, Israel has hed the use of the property. 
The rents heave been collectcd by the Custodian of Absentee Property, 
end he has sold some of the property, @.g. to the Development 
4uthority, ond has been eredited with the purchase price; slthough 
both rents and prices have been fixed at only e fraction of what 
property was worth in 1947. It is but simple justice therefore 
thet the refugee owners should be rensonably compenscted for the 
rents and use of property of which they have been deprived; and any 
settlement proposals which failed to do thir wouid be unacceptable 
to the Arabs, To offer them as compensation the amounts standing 
to the credit of the Custodian would merely be regarded by them as 
an insult. On the other hend any sttempt to estimate whet was the 
velue to Israel of the use of the property would leod to endless 
argument. It would seem better therefore thet Israel should offer 
in lieu of the revenues from the property an arbitrary sum calculated 
at the rrte, say. of 3% simmle interest on the £100 mill.on for a 
period of six yesrs, which is roughly the period since the cessation 
of active hostilities. The amount would be roughly £18 millicn and 
it would be distributed amonzs the ex-cyners of immovable property 
pro rete with the £100 million which represents the capital value. 
Tencnts' rights 
Te Although £100 million ray represent fnir compensation to property 
owners for the capital value of whet they heave. lost, it does not 


include compensation to the large number of people, mainly town 


dwellers, who hod stetutory rights of occupstion in property which 


they did not own, These rights arose from the rent restriction 
legislation which, broadly spesking, gave tenants the right to remain 
-n occupation of their homes and business premises et rents which 

hed often been fixed before the wor and had follen far behind market 
volue, They were of real monetary value to those who enjoyed them 
ond it is only just that these people, who include all those who had 

a roof over their heads which they did not own, should receive compen- 


cai 


sation. Moreover, if these rights had not existed the property 


/in 


ale 
in question would have been of greater value to the owners who 
were almost all Arabs, and the compensation due to the latter 
would be increased accordingly, i.e, it would be more than the 
£100 million at which it has been assessed. It is logical 
therefore that Israel should pay compensation under this head i.e. 
for loss of tenants rights, 
8. Unfortunately it is impossible to calculate such conpensavion 
by reference to property values. Even if one were in .é position 
to deduct the tenanted value from the vacant possession value of 
each property, the aggregate of the results would rot give the 
amount of compensation due. This is for the reason that if 
vacent possession were obtainable of all the properties, the vacant 
possession value of any dvarticular one would be less, In ovher 
words, the fact that many, if not most, pronerties were tenanted, 
put up the value of those which were not. The compensation due 
to individual tenants under this head might therefore vary from 
almost nothing to several thousand vounds. 


96 Nevertheless in spite of the impossibility of making a proper 


assessment, and on the assumption tht everyone who was not an 


owner-occupier had at least a roof over his head, it is thought 
regsonsble that £100 should be provided for each family so 
deprived of tenants rights, It is impossible to compvte the 
numbers involved: they will include most femilies which had no 
immovable property; many who possessed a roof or an acre but 
depended on their tenency of other property for a livelihood; end 
even a few who had tenants rights as well ss title to substantial 
immovable property. for the sake of rough justice we cons*der 
that the last should be ignored and that compensation for loss of 
tenants rights should be confined to those owning less than a 
small amount of property of their own. We find some difficulty 
in deciding what this amount should be. If it were £500 we 
estimate that there would be 130,000 claimant families; if 
£400 ~ 125,000 families; if £300 - 115,000 tamilies, and if 
{£200 = 


£200 ~- 100,000 families. Thes2 estimates are reasonably close 
together, anc for the sake of calculating the funds required 

we have assumed that £200 is the right level. Therefore, 

for tl.e 100,000 ramilies involved, £10 million should be added 
to the total compensation bill for loss of tenants rights. 

10. I+ is proposed (in the following Section on "Distribution") 
that every rctugee family shoula@ receive an initial payment 

of £100, whatever the value of its imuovable property or if it 
had no immovabie prop2rty at all; but, sn the foregoing 
assumption, no additional provision need be made under the nead 
of Joss of tenants' rights for financing the payments to those 
vamilies who would in any case be ertitled to £200 or more us 
compensation for lost immovable property, since the initial 

£100 paid to them would be recovered from the compensation 


eventvally alloted to them 


Movable Property 


11. The Refugee Office of the P.C.c. was esked by the 


Commission to assess che value of movable v.aperty cbandoned 


in Israel by Arab refugees. It found that there was no wry of 
discoverinz what tne rerugees took with them and wnat they left 
behind, but. in an ettempt to curry cut its task as faz as 
possible, it made three estimates b) different methods cf the 
value, before the exodus, of all the Arab movable property in 
whet is now Israel, The three figures were all within 10 per 
cent either way of £20 million, which may wel] have been mcre 
than mere coincidence; iut, in its reourt to the Commission, 
the Office felt bound to emphasize that it was not in a position 
to draw any definite conclusion concerning the value of the 
proverty in question and 4 fortiori of the movable property 
which ought to be the subject of compensation, 


fil2, 


as 
12. The wording of this carefully shrssed statement suggests 
that the Office felt that, even if it were possible to 
ascertain the value of the property which was actually 
abandoned, it did not necessarily follow that Israel should pay 
compensation for the whole of it. With this view we feel bound 
to agree. 
13. In view of the impossibility of arriving at even the 
roughest estimate of the compensation which should be paid on 
account of Arab movable property, we suggest that this érab 
claim should be set off against, snd should cancel cut, all 
Israeli counter-claims srising out of the hostilities. As 
well as compensation for damage caused to Jewish rroperty in 
Istael, these claims would embrace the loss of Jewish proverty 
in Jordan, compvising two settlements near Jerusslen, with a 
total ares of come 3,560 aunims, four settlements in the Hebron 
hills, with a total area of abcut 1,680 dununs, certain 
Jewish property in the 01d City of Jerusalem, and about 64 
dununs in Hebron town. The value of this Jewish proverty in 


Jordan which esn rapidly be assessed when necessery by the P.o.Ce, 


mey be taken for present purpcses as unlikely to exceed £5°0,000 


unléss a special value sttsches to that in old Jerusalem. tvery 
effort should be made in nersotiation to have it orfset egsinst 
the Arab refugees’ movable property; but in the last resort 

it may be necessary to deduct its value (on the principle of 
like Sguinst like) from the £118 compensation for Arab real 
property and its revenue. This coursé would be better then 

8 separete payment to Tsxsel by Joraan - at the expense of 
the Western Powers. 

lhe Two other items of property commonly regarded as "Jewish " 

and now in Jordan, call for separate mention. These are the 

Palestine Potash Company's works at the north end of the Dead 
Sea, and the Palestine Jlectric Company's hydro-electric plant 
at Naharyim. In view of the fact that the companies were 


/british 
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British and not Pelestinian, we think thet the disposition of 
these items of property should be the subject of special 
negotiations. 

15. There is also a large amount of property, sequestered by 

the Government of Iraq from Iraqi Jews who emigrated to Israe], 
The Israel Government informed the P.C,C. in November 19512 

that it regsrded these frozen assets as having a bearing on 

the amount of compensation dus in respect of the vroperty of 

the Arab refuyees. (Paris, 14 November 1951). It may be 

that Israel has a claim against the Government of Iraq in 
respect of the sequestered assets of Iraqi Jews who have since 
become citizens cf Isrsel. This claim (of which we herve not 
been able to discover the magnitude) is, however, in @ differert 
category to that of the Arab refugees, since the Jews in question 
were originally citizens of, and residents in Iraq, end therefore 
subject to tre laws of that ccuntry. Tne Iraqis would argue 
with some justification that these people left of their own 

free will or that if there was pressure is was applied by 

Israel. In our opinion the claim is not relevant in the present 
context. 

16. Nevertheless it may be desirable, in the course of 
negotiation, to deal with it by making Iraq pay into the 
compensation fund for Arab refugees the amount of the frozen 
Jewish assets (less administrative expenses already deducted 

by the Iragi Custodian), thus enabling Israel to reduce her 
payment to the fund and to make pro rata payments to the former 
Iraqi Jews. Otherwise there seems to be no method of clearing 
the issue between Israel and Iraq and putting the latter in a 


position to acquesce in the general settlement. 


/vocuments 


Documents 

17s The cancellation of movable property claims should 
not preclude the restitution to their Arab owners of such 
documents, titles, etc. as are in Israeli official custody. 


Some of these, which relate to property outside Israel 


(e.g. life asevrance policies, shares in foreign companies) 


are not included in the compensation proposed and Israel 

has no right to them. In any cas? they are useless to 

her, and deprivation of them results in unnscessary hardship 
to their owners. Other documents relate to property in 
Isreel, and shares in companies whose property is in Israel. 
It is considered that Israel will have bought these by 
paying compensation for immovetle, and indirectly for movable 
property. lievertheless the documents may be necessary to 
help refugees establish their claims to compensation, 
Person3l documents of no monetary value (e.g. birth 
certificates, certificates of succession, professional 
diplomas) should be returned to their owners. All documents 
should therefore be handed over to th P.C.C. for sorting 
and distribution. Israel must be assumed to have bought 
objets d'art books, valuable manuscripts etc. 

Summary 

46. The global estimate of compensation is therefore:- 

For immovable property (ownership) £100 million 
For use and revenue 48 “ 

For tenants' rights 410 " 


Total 
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II FINANCING OF COMPENSATION 
Psychologically snd financially speaking, i+ would suit the 
Western Powers best if the costs of compensation were met by Israel 
Without forcign assistance. #8 this is impossible, the next best 
cours; is for Israel to appear to pay. Foreign assistance will 
obviously be required but it should take the form not of grants but 
of loans, Moreover it is for consideration whether such loans 
as are suvscribed abroed should not be devoted to a general purpose 
such as Israel's economic development, while the Israel Government 
itself contributes the whole amount necessery for compersation, ”an 
incidental advantage of floating a aevelcpment loan rather than 
a "compensetion"” loan is that it would probably evoke a better 
response both from World Jewry and from the United States aad 
United Kingdom legislatures. 
20. Our opinion jis that, because of the complete absence of 
"slack" in the Isracli economy, the Gevernrert covld sot make the 
necessary contributions, in foreign exchange, to the Compensation Fund 
witrout immediate end full cover throvgh a so-called development 
loan, We do not think for instance that Israel could pay 
compensation and wait to recoup herself from the eventual proceeds of 
a development programme financed ty the proposed forcign loan. 
Nevertheless, to the extent that even a facade of develupment loan 
might improve the reception by prospective subscribers, we recornisend 
its adoption. 
21. The first consideration is the capacity of Israel (a) to pay down 
part of the compensation in foreign exchange in order to restrict the 
size of the Loan, and (b) to service the Loan. It is assumed that 
the Loan will be issued over the thres years which the P.U.C. will take 


to complete its assessment of the compensation due to each individual, 


and that repayment will be over say 6U years, 


How much can Israel pay 
22, This is a problem both of internal budgeting and of foreign 


exchange, and affects both the amount which Israel can subscribe to the 


/Compensation 
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Compensation Fund and the amount which she can afford annually rad 


the servicing of that part of the Fund which is raised by loans 
abroad. 
23. Theoretical calculations, based on Israel's budget figures and 
balance of payments forecasts would lead to endless arguments with the 
Israelis and are unlikely to produce reliable results. For 
purposes of negotietion it seems inevitable thet we should accept the 
two arguments which Israel will put forward to keep her contribution 
as low as possible. These are that in present circumstances. 
(e) there is no slack in the internal economy from wnich to find a 
capital subscrivtion; and 
(b) Israel can only provide foreign exchange in addition to her 
present commitments if this is in fact supplied by cther 
countries: in addition to the aid which she is already receiving. 
(This includes Gerinan reparatious. if the diversion of German 
goods were proposed, as compensation to the srabs, it would be 
unacceptavle to the latter who want cash and not the thin end 
of Israeli commercial enterprise). 
24, « settlement of the arab dispute would however impvove the 
Israeli financial sitvatiou in the following vays: 
(a) Internal financing: 
(i) The value in cash and property of rab properties neld 
by the Jewish custodiun would become a realisable asset of 
the State of Israel once her obligations towards the Arabs hac 
been discharged by an agreement on compersation. In theory 
her holding should be worth £100 million. But much of the 
property has been disvosed of for littie or nothing and mich 
of it is leased at nominal rents, On the other hand, in so 
far as Jewish settlers have had the use of the property it 
has added to the real wealth of Israel. + might be argued 
therefore that on this basis the State of Israel should be 
able to afford a capital contribution equal to a fixed 


proportion of the £100 million. & more realistic approach 


/however , 


maha 
however, would be to say that Isrecl should make a cepital 


contribution from this source equivalent to the present cash 
value in Israel of what the Custodian is holding, or to 
£10 million, whichever is the greater sum. 
(ii) There should also be a saving on defence expenditure if a 
settlement is guaranteeu by the Western Powers, The estimated 
defence budgets for 1955 (both ordinary and extracrdinary) amount 
to about £2); million. There seems no reason why Israel should 
not save a fifth of this, which would be sufficient to service the 
proveosed lean, including that part subscribed by the Unired 
States and United Kingdom Governments. 
(i) On the assumption that UNRWA will pay for the cost of 
repatriation of arabs to Israel (see psaragranh | below), UNRWA 
will have to buy up co £10 million worth of Israeli currency, 
The foreign exchange which accrues to Israel shou_d de used tu 
corvert tue Israeli capital subscription to tne cumpensation Fund 
at (a) (i) above. In fact UNRWa's experditure on renvatriation 
seems Likely to be less than £10 million or than th? amount Israel 
can afford to subseribs to compersation ((a) (i) above); tuxerefore 
the limiting factor on Israel's subscription is one of brlance of 
payments rather than of internal budgeting. 
(ii) The lifting of thc arab Dlockede would save Israel over 
£1 million of foreign exchanges on oil imports alone, érd perhars 
as much again on general imports including defence, in addition, 
it is possible that, if a general settlement makes conditions in 
the area more stable, Israel might attrect increased foreign aid. 
This should make it possible for Israel to convert into foreicn 
exchange the amount required for servicing the loan at 
(a) (11) above. 
25. 1t will be seen that there is room for negotiation both on the 
figure of the capital subscription and on that of the servicing of the 
loan, On the former it is thought that. the Israeli subscription 


/should 
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should not be less than 10% of the total. To the extent that the@ 


Israelis cannot find this from the Custodian's funds they would have 

to accept some reduction in their standard of living und reise the money 
either by taxation or by a loan on the internal market. Servicing 
charges on say £118 million to be raised abroad would amount to about 
£43 m. per annum assuming an interest vate of 324% and amortisation over 
60 years. It should be remembered that the full sum will not heve to 
be raised or serviced until the end of the three years. The figure 
could be reduced if the United States and United Kingdom Governments 
agreed to accept a smaller interest rate or to forego interest or even 
capital repayment. Some reduction in servicing charges feems inevitab) 
unless Israel can find an additional source of foreign exchange. Such 
sources might be: United States sid, UNRWA expenditure on maintaining 
refugees in the Gaza Strip (see paragraph 5% below) page » foreign 
military expenditure, or the re-opening of the Haifa refinery for expor% 
Worid dewry 

26. The eecoad source of subscriptions is clearly world Jewry. It 
hes been suggested’ above that they would subscribe more Willingly te a 
development loan thaa for compensation, which some Jews might contend to 
be e waste. The response “rom those outside ‘the British Commonwealth 
might be limited by their holdings of previous Independence Loans, which 
have not been offered in the sterling area; but it is considered that 
tne prospect of an srab-Isriel settlement justifies opening the appeal to 
British Jews also, in the hcpe of obtaining 4 yield throughout the world 
of say £25 million. The issuing of part of the loan in the 
Commonwealth would be a matter for discussion with the varicus 


Commonwealth Goveraments. 

Western Powers. 

27. While not disregarding the canital export from the sterling area 
which the Commonwealth Jews' subscription would involve, it is 
recommended that the United Kingdom Government should in addition lend 
Israel £10 million. This could be either in the form of a Government 
loan or of a subscription to the loan on the market mentioned in 
paragraph 19 above. 

28. It is assumed thet the balance of £85 million (less than two-third’ 
of the total compensation fund) would be provided by the United States 


Government, 
/III DISTRIBUTION 


ele 


III DISTRIBUTION OF COMPENSATION 

29. : $ and financing of 
compensation have snown what limitations will have to be pieced upon 
it. But compensation itself is a second-best substitute for full 
restitution of the property lost. In order therefore to make the 
operation acceptable compensation must clearly appear as just as 
possible not only to "the Arebs" but to individuals. Failure 

eke account of the individual would make it ail too easy for 
interested cléimants to sabotage the whole operation by agitetion 
among the refugees, Justice snuould however be rendered quickly, 
both for the satisfaction of the claimants snd, in this case, for 
the political effect desired. Rougn justice may therefore be 
preferable to strict accuracy. At the sane time it is important 
to ensure that large sums due to individuais make a contribution 
to the economic develcpment of the arsa in which the refugees are 
to settle. 
30. The justest method of distributing compensation would be to pay 
each claimant in full or pro rata, obtaining his acknow’edgement 
that tue payment was in full and f.aal settlement. It would, 
however, tale an impossibly long time to do this properly, 
including the establishment of machinery for eppeals. Moreover, 
one could not even sturt this procedure untii the firsl assess- 
ments by the Palestine Conciliation Commission were completed. 
According to the latest and most optimistic information from 
Jerusglem, this wilis take another two or three years. Thereafter 
it wil] in eny case be necessary to advertise the list of 
properties identified by the P.C.C., and thesr recorded owners 


according to registers eveilable, and to invite claims fiom 


non-recorded owners: either those who contest the ownership of 


identified properties or those whose property was outside the 
"settled" aren of Palestine and has been inadequately registered 


or not at all. 
SGX. 
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51. Conplete satisfaction of individuals being impracticable, 

it sees eppropriate, while maintaining the general purpose of 

giving eacn claimant spproximeately whet is due to him, to follow 

three principles in the distribution of compensation:-— 

(a) In order not to postvone and diminish the effect of the 
operetion, we should pay something out at once. This will 
have to be an arbitrary sim, because we cannot make advances 
against claims without knowledge of what the claims are, 

A payment should be made. to every family on the basis that 
each hes lost some asset in leaving Palestine, Such a 
spreading of payments will also spread the incentive to 
disperse and leave the shelter of UNRWA. 

While the minimum of restrictions shculd be placed on 
claimants, some msasure must be taken to ensure thet the 
importent sums aue to the richest iefugees are invested in 
the Middle East ecoromy, so as to create employment as far 
@s possible for Palestinians in the same way as tris 
cepital did before the débfcle, 

32. On the basis of these principles, i+ is recommended first that 


every family (say 160,000 everage Pive-nverson families in the 


900,000 refugees) should hove the immediate right to £100 (or 


£20 s head - see below) ss soon as the United Nations have 
approved the proposed initietive by Israel and funds have been 
transferred to the F.C.Cc. It is estimated that £100 would be 
enough to eneble a five-person family to travel to a likely 
place of employment and set up house, when the breadwinner has 
found a job to go to. If sdult members of a family wished to 
travel alone, arrangements might be made for them to draw 


their £20 separately. The sum would be paid only when the 
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claimant, and his femily if any, had at his own request been 
removed from the UNRW register, or when (under present 

UNRWA arrengements) he hed been de-registered as self- 
supporting. If he had a claim to more taan £100 compensation 
for real property, he would be assured of the balance of his 
claims (minus the £100 cr otaer sum received if his entitle- 
ment to corpensation for immovable property were £200 or more, 
because he would tnen net be counted a claimant to loss of 
tenants rights) at the date of the finel P.C.C. assessment and 
pay-out. 

33. ‘Secondly it is recomnended that those who are entiiled to 
up to £2,000 at the final pay~out (this is estimated to ve the 
cost of buying and leunching a small farn or business) snould 
be paid similarly witheut any conditior save that of leaving 
U.N.R.WV.A. It is for consideration in the lignt of exnerience 
whether claimants to say £1,000 - £2,000 snould uot be required 
to leave U.N.R.W.A. within a fixel time. Advisory bodics, to 
explein hov to take edvaatege of existing facilities on the 
lires of our Citizens' Advice Bureaux, mignt be set upto 

help remilies, both those wo claim toeir £100 straight away 
and those who eventually draw the full amount of their cleim 


up to £2,000, to plan their departure. It seems advisable 


far this function to be carried out by UNRVA's placement 


bureau, which should keep track of those families rae 
successfully established in farming industry or commerce with 
view to their-emvloying other refugees wherever »ossible. 
3ue Thirdly any family entitled to more than £2,000 would be 
able to draw £2,000 »vrovided they left" U.NeReVeA. at onee, if 
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Agency's care; but the balance should be disposed of 
P.0.S. in. order to ensure that it is used vroductively 
Middle Bast and not either squandered or invested outcide 
the erea. Thers seems to be tyro main lines of approach to this 
duestion:, onc is that the P.C.C. (ith such advisers as it 
.finds necessary) shouTd judge of the claimant's own plans to 
invest the moncy and, in effect, leave him to carry out such 
plans; the other is: that a special develovment bank should 
be set up, which would "borrow all claims above the £2,000 
level, invest in local industry, agriculture, ete., and. pey 
dividsnds to the cleimaris until such time as-the. bank is wound 
uo and the capital repaid. It is clear that such restrictions. 
o7 the claimant's right to use his money will be strongly 
onnosed. The idea of the P.C.C. sitting in judgment on the 
claimant's investment plans is perhaps the less likely to be 
aecented; but it is’ thought that the provosal for a development 
bank could be adapted to make it not unattractive. 
35. #&£% the appropriate time practical and professional 
eavice enould be sought, tut the following tentative proposals 
are put forward as @ basis for discussion, The Ban: should be 
a corporate bedy set up, by the refugees contributing the 
cepital and by tne P.C.C., under iocal law. It should be 


directed by iis articles of association tu:— 


(a) earn dividends for its shareholders; 
(b) invest (with regard to (a) above and to the 


security of its capital) so as to provide the 


exiinum continuing employment in the Middle 


ast. ¢ 
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as far as possible concentrate their investments in 

countries permanently absorbing large numbers 

of Palestine refugees; and 

(a) eccntinue in business for at least 20 years 

save hy unanimous vote of the Directors. 
In order to ensure regard tor condition (d) the Board should 
cumprise one directcr repvesenting tiie P.C.C. a5 well as Lhose 
electec by the refugee shareno’ders. It is estimated tnat 
there ere rougniy 11,£90 refugee families with a total cléim 
of about £43 million over and sbove their £2,900 eaci. Among 
them they cculd undoubtedly find shrewd Directors, able to 
earn them a return while adhering to cundition (b) abeve. 
It is debotable whetuer mucn good would come of condition (ec). 
Je kelisve that the proposed uncescteking would be stultiiied by 
attempts to force the Board in that dizection or to confine it 
strictly tc cuounvries harbouring refugees It is believed thst 
procuctive investment iu most rorts of the Middle wast wouid 
benefit the refugees indirectly, end thet one cannot exrect more 
thon to restrict the Benk's activities to the region as a whole, 
If there were doubts abrut their covperativeness, it 
could te laid down that no investments should be made 
outside the Middle Fast (e.g. in securities, pending 
suitable investinent in the Middle East) without a unenimous 
vote. Provided such minimum sefeguards ere applied, it 
is considered thst tne Director representing the P.C.C. 
need not exercise strict oversignt over the Bank's day-to- 
day work. Overt pressure towards investment in 
productive, long-term schemes would probably not be 
required; such pressure would no doubt be applied 


discreetly by the local Governments favouring the schemes. 
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It is considered that the best seat for the Bank would be 
Jerusalem; partly because of the refugees’ connexion with it, 
partly in order to stimulate commerce in the truncated city. 
Machinery. 

36.6 It should prove fairiy simple to operate for foregoing system 
of distribution, Once the necessary agreenent has been reached 
and the United Nations have approved the proposed initiative by 
Israel, it is suggested thet the latter snould pey not less than 
£20 million in the first year ani the balance of the £128 millien 
during the next two yea:s (assuming that the assessment of 
individval claims takes thet time) to the P.C.C. which would bank 


the money to varn interest until payments could be started. The 


first stage of payment would be that eacn head of family (or adult 


member of family, if treated separately) wno applied to the P.c.c. 
with « certificate from U.N.R.WeAo chat ue (and family if appropriate: 
had Leen de-registered, would receive his £100, or £20 4 head, 
U-N.?.W.A, woula naturally have to check thet each cleiment wes or 
hac been a bena fide refuxee - if nut, he would be uepraved on 
his ration card but not passed on to the P.C.C. Separate 
territorial measures are being considered to deal with the "econcmic 
refugees" ef the frontier villages ot Jordan, who could therefore 
safely be excluded by U.N.R.WeA. during this operation, 
37, After final assessment of claims the same sort of procedure 
would apply tc cluimants si: eking their final settlement; those 
claimants who had already received their £100, or other multiple 
of £20 a head, would be shown in the P.C,C, records. and (save for 
those entitled to £100 a family for loss of tenants rights i.e. 
those with @ claim to less than £200 for ioss of real property and 
revenue) they would be given «heir earlier receipt in lieu of 


whatever had been issued, plus the balance due to them up to £2,000, 
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The arrangement suggested in paragraphs 34 & 35 above would come 
into seperation for the bigger claimants. 

38. The refugees would naturally have varying currency requirements 
according to their proposed destinations, The P.C,C, would 
therefore have to be ahle to acquire the currency of any of the 
Middle East countries, ana it would Le impracticable for the 
Commission to accept paymert from Israel ii Israeli pounds, 
Arrangements wouli have tc be made for Israel to pay in dollars 
and pounds sterling. 

Repatriaves 

39. Those families rezatriated to Israel canno* admitcoedly 
return "to their hemes" and recover such movable groperty es they 
may have lost but they are nevertheless to be provided with new 
homes and property in Israei.. It is therefo;e considered that 
they should not receive £100 per family on leaving JU.N.R.WA 
"heis claims to the £1900 and to further compensation for rea 


property and lost revenues shoulé be held wemporarily by the 


P.C.C.- in arder that U.NJR.W.A. may reclaim from this umount the 


sums it may expend on assisting the Israei Goverument co 
rehabilitate these fumilies. Any balance theoretically cutstending 
after the settlement of U.N.%.W%A-"s bill should however be 
transferabie to the claimant in Israel. 

Economic Effects. 

40. The tear has been expressed that inflation will he 2eused 

oy the injection of £123 million into the economy of the countries 
where the refugees are, The problem appears, however, less serivus 
from this point cf view if it is remembered that aoary from the 

£43 million to be invested in the Bank (which should not create 
inflation) the reat of the money (£85 mixslion) will be divided 
between these countries approximatcly in the proportions in which 
the refugees finally settle in them Moreover the method of 


distribution of the amounts which make up the total will vary. 
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The division of the £85 million according tc the countries in 
which the refugees may settle (see Resettlement chapter below) 
might result in something like the following figures: 

JOPdGN eecicccccevesicsee S20 million 

DYNA cos sesestewensevee £25 

DBAG eigihieisivie sinait's'e'e:0)\e 0.60) “20 

HRY DE sive-cescaseeeeneceece & 0 

GSbanon seccovcvecccesse & 89 

ESVEGL wevecvicesssccecees & i 
Given an expansion of the general economy in these countries, 
these sums should not be such as to have a serious inflationary 
efrect. Inieed experience in Iraq suggests that, provided the 
receipt o1 large amounts of unearned wealth is accompanied by a 
vigorous development voregramme, the problems of inflavion can bo 
kept under centrol, AS regaras timing, the sum of £18 million 
required for the payment of £10% per Yramily may Only be paid out 
Over as long as 10 years. The sum of £67 miliion (nett) 
required fur the payment of claims up to £2,000 will mainly be paid 
out Letween the 3rd and 5th year, but it can be expected that the 
bulk of this will be invested ir preductive enterprises. Se far 
from creating inflation therefore, it may be heped that the 
greater part of the meney paid out in compensation will go 
tewards creating an increase in tne real wealth of the area, 
Political Effects. 
44. The pelitical reception of this scheme sheuld not be so bad 


as to make it impracticable if emphasis is laid on:- 


(a) The fairness of the global assessment (the P.c.c.'s 


1951 figure is close to that of Mr. Francis Kettaneh and 
Doctor Joseph Weitz) and alse the provision for interest; 

(bo) The payment of £100 even to the poorest families either 
for loss of tenants rights or as a token payment against real 


property claims; 
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(c) The claimant's temporary right to stay with U.N.R.WA. 
while awaiting payment of his claim or an advance against 
it; and 

(d) The fact that the only restriction (on the richer 


refugees) is for the benefit of the community and the region. 


REPATRIATION 
42. The following section inyolves some rearrangement of the 
items set out in the Working Party's terus of reference. It deals 
in turn with general issues; with tne "Gaza propusal"; with the 
machinery, including the responsibilities of U.N.R.W.A. and of the 
Israel Government; and with the question of finances, 

General 

43. The object is to fulfil, as far as possible, that part of 

the United Nations Resolution of December 1948, which says that 
"relugees wishing to return to their homes and live au peace with 


their neighbours should be permitted to do so at the earliest 


practicable date Zand that compensation should be paid “or the 


property of those choosing not to return ee eee 


1) 


In practice, we must take account of two contradictions, 
First the Arabs' insistence on the right of all refugees to 
repatriation, as opposed tu Israel's limited capacity and willingness 
to receive them all back. From Israel's point of view the Arab 
minority in the country constitutes a problem and a weakness, and 
it is not in her interest to increase this minority especially 
where the land would otherwise be used by immigrants of Jewish 
Origin. It is also true that the Arab minority in Israel will 
(despite any formal guarantees given by the Israel Government ) 

be treated as a minority body, with all the disadvantages of that 
status, 

456 Secondly, we have to reconcile the Arabs' desire to return 
to their homes, with the fact that Israel cannot, politically 


Speaking, evict the Jews now occupying those homes, 
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6. We have therefore to find a formula which can be broadly 
understood on the Arab side as a general offer of repatriation, 
but which in practice will bring forth only a limited response 
and will result in those veople who do accept settling elsewhere 
in Israel than in their homes. In the first place, Israel 
should be induced to state ner intention of carrying out the 
United Nations Resclution, es regards repatriation, to the 
fullest extent practicable. Such reference as has to be made 
to her inability to allow the prompt re~entry of all the 


refugees and to the restriccicn of the numer whem she could 


admit, should obviously dwell upon the practical limitaticns 


and play down the political ones. In order to obtain ~he 

best reception from the Arabs, it is proposed that Israel 

should declare that, in order to aconmodate any refugees who 
wish to return and live peaceably in Israel, she will provide 

an annual immigration quota and will set aside land or provide 
employment for the refugees in question. Without siving any 
undertaking to continue repatriation after, say, five ,ears, 

she should ley down the quotas for those years, achieving 

a total which would be the number agreed in necotiations with the 
western powers to be the maximum she could be expected to absorb, 
It is proposed that this should be 75,000. 

Te This total is recommended in the face of advice from 

Her Majesty's Embassy in Tel Aviv. They report that the hill 
country of Galilee is the only area still predominantly Arab, 
while the hills bordervine the Lebanon frontier and those 
bordering on the west of Jordanian Hebson are the only former 
Arab lands not being rapidiy settled by Jews, But the Hebron and 


Llebenon boder lands would be regarded by Israel as uncuitabie for 
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Arab repatriates for security reasons. Moreover, the former 
might be ceded to Jordan under the Gaza proposal. In any case 
the Hebron border area was reported in 1938 to be congested and 
xneepable of more intensive development because of th lack of 
water; while the agricultural absorptive capacity of Galilee 
was considered, at the same time, to be 105,000 persons including 
the uthen population of 90,00C, Even assumiiug that the exvected 
natural increase of 1938-55 has been offset by emigration from 
Gajiiee, there 1s small proepect of settling 75,000 reratriates 
there, 
48, Nevertheless Israel must be driven to inmake the utmost cor- 
tribution to solving the refugee prublem* she can also absorb 
lubourers and artisans as well as farmers; and in any case her 
repatriation qietas must appear as large as possible in craer to 
make the propcsed sceutlement a:ceptable of the Aivabds. 
49. If Israel insists, in negotiaticns, on some impossibly lcw 


yucta for repatriation, on the ground that she carnaot swell the 
Arab minority within hes frontiers, .t should be »roposed seriously 
that she micht cece additional bovzder lands capable to taking 
appreciable numbers of vefucees,. 

Gaza_ Proposal 

50. It has been suggested, that, if Egypt will not eccent 
sovereignty over tre Gaza strip, including responsibility for the 
405,000* original inhabitants and the 212,009 refugees, Israel 


should be induced to take it over (ceding in return a crescent 


south-west of Hebron to Jordan) provided she retained and gave 


agequate guarantees to the original inhabitarts end accepted for 
settlement in Israel, o.tside Gaza, up to 150,000 refugees 
(including tne 75,000 in paragraph 6above), giving first option 

to those in Gaza. 

51. Assuming that the western powers and Israel agree, as suggested 
above, on a total of 75,000 immigrants during the first five years, 
Israel's acceptance of the Gaza proposal would mean her admitting 


during the same period an additional 75,000 refugees. Israel may 
well argue that it is not worth her while to take the Strip with 
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* This figure is taken from a 1949 survey by the (London) 
Institute of International Affairs. H.M. Embassy ag Cairo 


however have recently given the figure of 86,000, without naming 
he source. 
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such a large additional number of refugees, in which case the 
number would have to be reduced or the proposal abandoned. 

52. It would be necessary to adopt a procedure giving some 
priority to Gaza refugees but not destroying the character of the 
general invitation to all refugecs. It is believed that only a 
small proportion of refugees would in fact ont for repatriation, 
and it is sugsested therefore that half the places in the first 
five yeors' quota should be open to all applicants, reserving 
the other half in the first instance for Gaza refugees. If Less 
then this number of Gaza refugees chose to be repatriated,. the 
quota for refugees elsewhere would be incireased by the amount of 
the shortfall. 

53. It is estimated roughly that say 12,000 of the 212,0CO 
refugecs may already have formed such ties with the original 
population as to be able to rem2in in the Giza Strip. This, to 
the best of cur knowledge, is as much as the Strip will hold, so 
that 200,000 "rootless" refugees have to be dealt with, Such of 
these as do not go to Israel (or Egypt: see paragraph 50 ) will 


neve to be maintained by UNRWa in the Gaza Strip or be moved celse- 


where. 50,009 of them may expect to be settled by 195U in Sinai 


and could perkaps (starting in the winter of 1955) be given work 
on the Sinesi project meanwhils. It seems therefore that UNKWA 
Will have to maintain at least 75,000 of the Gaza rerugees, for 
whom there ig no prospect of settlcment in the period 1955-60. The 
ideé=1 course woule be to move them to and maintain them in Iraq 
wnere they would eventually be absorbed. 
Machinery 
54. It is frequently stated that very few refugees will respond 
to sn offer or repatriation. The probability is that no more will 
apply than Israel can be cxpected to absorb. The rollowing 
considerations, which will become apparent in the course of 
application, may help to deter them:- 

(a) Those repatriated will become Isracii citizens, 

(b) Refugees will not normally be able to return to their 

own homes, 
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The cost of providing alternative homes und other costs 
of ressttlement in Isracl will be deducted from tiny cash 
compensation duc to the individual refugee, including 
the £100 per family; - 
For practical reasons, where land is availoble in Isrdel, 
priority will be given to property owners from that same 
area (Their entitlement to compensation will help to 
keep down rehabilitation costs). 

For similar practical reasons, applicants will be accepted 
by categories’ e.g. only ex-farm owners will have an 
opportunity to apply for agricultural land, und so torth. 
There Will only be a limited number of jobs available in 
Israel, and repatriates who are not given land will take 
their chanee ou the employment market along-side Jews. 

In setting up the rachinery for repatriation, one must tuke 
aecount of Isragl°s probable objeeticns te any large scale 
internations1 orgosnisation on her territory. It appears therefore 
that UNRWA's responsibilities should be:- 

(2) To publicise the quotas, snd verify applicavions, 

(b). To propose appropriate eindidstes by categories to the 
Israel] Government, and optain their clearance on security 
grounds, 

To transport the repatristes to agreed centres and hand 
them over to Israeli organisations, 

To observe the Israelis’ rehabilitation work in order to 
ensure that proper velue is obtained for the Agency's 
expenditure: soe below. 


56. Israel's responsibilities would be:- 


(a) To receive and care for the repatriates in the same way 


as Teéwish immigrants ore dcalt with. This might be done 
by the Absorption Department of the Jewish agency, but 
With special officers for arab affairs lent by the 
Minorities Department of the Ministry of th3 Interior. 
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(b) To take such legal «nd other action os is necessary to 
establish refugee farmers on thcir property ind to 
incorporate non-property owners into the Isracli 
community. 

5/7. «#8 part oi the settlement, the Government of Isrsel would 
have to provide « suitable guarantee of the rights of returning 
refugees. It is suggested thet this should follow closely the 
guarantee in the U.N. Resolution M0.181(1I) Part I, Chapter 2, of 
November 1947. This provides:- 

(a) Freedom of conscience sand free exercise of worship, 

(b) Wo discviminaticn on grounds of rice, religion, language 
or Sex. 

(c) Equal protection under the laws. 

(d) No interference’ with or discriminatien against rcligious 
or charitable bodies on grounds of religion or nationality. 

(e) Adequate sducation in the Avabic language and cultural 
traditions. 

58. It does not appear practicable at this stage to work cut 
further detsils, such as tho form of declaravion, including a 
declaration of intent to become 2 citizen of Israel, which a 


refugce shoula@ make at the appropriaie time. 


Financing 

59. The figure of £2128 million for compensation includes payment 
for oll Arab property. It covers roal propervies, revenus from 
them, and loss of tenants’ rights. Rights to moveable property 
have, in the foregoing proposils, been offset agsinst isracli 


counter-claims. if Israel pays the required £128 million, it is 


proposed that she should in turn receive puyment for land required 


by repatriates under the immigration quotas and for the other costs 


of repatriation. 

60, It is arguable that a better impression would be made on the 
Arabs if Isracl went through the moticns of making the necessary 
land available at her own cost. This however would involve such 
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difficulties 2s to jeopardize the wholc operation. It is not as 
though Israel could simply restore his property to each repatriate 
and deduct the aggregate of their claims from tae compensation fund. 
Nor can we expect Isracl to pay for repitriation 3s well as providing 
full compensatioa for the original homes lost. It is true that she 
could lay claim, by agreement, to the entitlement of cach repatriate 
when it is finally assessed three years hence; but she would te 
gamhling on the vwelation of his entitlement to the ‘value of the 
property she provided, and the plan would probably also not be 
acceptable to the Arabs, who would not trust Isracl to supply value 
for money i.e. the equivalent of the repatri:tc's original property. 
Finally she vould offer to provide the requisite property for 
repatriates in return for the deduction of an arbitrary total riguvre 
fram the compensation fund; but this would have an extremely bad 
effect on Arab opinion because the compensasion available to 
1naAdividusl.cloimants wovid be reduced to pay for the repatriavion 
of those whose claims to compensation did not cover the ccset of 
tncir rosottliement’ in Israel. 

614. It thercrore seema better that UNRWa should bear the initial 
cost of the whole operation (lana purchase plus installation costs), 
recouping itself as far as possible from such compensation as is 
found to be due to exen repatriate when the Pinsl pay-out is made 
by tre P.0.C. in two or turee years. Where a repatriate originally 
hid little or no land and therefore has a very small entitlement 

to compensation, there will be a loss which will Ysll upon UNRWA. 
Theoretically UNRWA could recover the whole cost of the operation 


from the compeisatior fund but tais would involve the same ‘njustice 


to individusis as described in the preceding paragraph. Neverthe- 


less, provided the suggestion is adopted that only former landowners 
‘should be given lané in Isracl, it seems probable that UNRWA woulda 
recover a large proportion of its costs from tne claims of the 
individusls repatriated. 
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62. The net cost of repatriation ean not be ealculatod with any 
degree of securacy because of the many unknown fictors e.g. whether 
the bulk of the would-be repostriates will have a sizeable claim to 
compensation; whether Isrsel cin be brought to provide much land, 
as opposed to jcbs; and what the value of iand and cost of housos 
will be. 
63. For the purposes of this study hovever the figure of £10 
million is adopted, on the following basis. Assuming thit a total 
of 150,000 refugees are repatriated, this represents roughly 
30,000 families Gach of which might cost £1CO to transport to 
Israel and support for the rehabilitation period (UNRWA's relief 
budgst works out at £10 a head or £50 s fimily, a year) - giving a 
basic expenditure of £3 rillion. In sddition, up to one third of 
the repatriates, 10,000 families, might cost £1,000 each to instal 
on & smell holding - giving a further £10 million. But UNRWA would 
recuver at ieast £100 pec family fron the compensation fund held by 
the F.0.C. cven assuming that none of the 30,000 families had an 
entitlement to more than that amount of compensation for real 
property. On that basis the cust would be:- 


Overall transport and 
subsistence £3 million 


Irstallation of farmers 


Less recovery from P.C.C. 
@ £100 per family 


But this will be reduced to the extent that UNKWA recovers furiner 
the cost of repatriating i1dividuals from the excess of their 
compensation clsims over £100 per family. as stated above, is is 
considered probable that UNRW.. will recover a large proporviocn of 
the £10 million in this way. Whatever loss has to be borne by 
UNR'V. under these proposals is considered intvitable if the 
operation is to be relicved, in the arab mind, of the drawbacks 


attaching to Isracl's payment of repatriation costs. 
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Prospects of Resettlement 


64. The prospects for the resettlement of the refugees densnd not 
So much en the efforts of UNRWA,or of anz other international 

bocy; @s upon the expansion of the general economy of the Middle 
fast. It has been proved useless to try to create opportmitiss 
for erployment in an economic vacuum. 

65. ‘the expansion of the Middle Bast economy can only come 

about through accelerated development. Ther: is no lsck of projects 
although not e@11 would be commercially self-supporting. The 

pace of development has so far been slow, partly through lack 

of capita, partly through leck of administrative competcnce and 
partly tarough lack of will. (This lack of will stems partly 

from suspicion of Viesterm motives and vartly from native inertia). 
The shortage of capital has now been overcome in the oil producing 
countries and it should not be impossible to devise meens, 
preferably through the existing or,g-nisation of the International 
Bank, to transfer some of this cepital to the countries with 

no oil revene. The lack of administrative compatence is likely 
to remain the limiting factor, although this can to some extent 

be overcome by technical assistance and the use cf consultants 
from the West. The lack of will may prove the most difficult 
obstecle to overcome, particularly in the countries where most 

of the refugees will probably heve to be absorbed, namely Jordan 
and Syria. Asuming 4 political settlement however, the authorities 
in those countries should become less suspicious of Westem efforts 
to help them. 

66. Given a general expanding economy in the Middle west the one 
essential requirement for the re-settlement of the refugees is 

that Gevernments should give them complete freedom of movement to 
go and stay where work is. It is understoo?l that the Arab League 
Governments sre on the point of agreeing, “fter long discussions, 
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that the "host'' Governments should grant to rcfugees temporary 
travel documents valid for five years which would enabie them 
to visit ony other «rab League country on the same basis as a 
national of the issuing country. Refugees established in Tordan 


ore alresdy Tordanian citizens and have the right, in theory, 


to 2 passport). But the proposed arib League document would not 


permit the holder to reside and take permanent cmployment in the 
country visited. Such permission is nevertheless essential to 
our plans, ond must be made an exnlicit condition of any settlement. 
67. It is assumed thot Syria coulda be brought to absorb all the 
refugees within its frontiers within five years. «an early decision 
to withdraw UNRWA from Syria at the end of thnt period would 
tccelerate the process. 
Numbers to be rescttled in the first five years 

Predictions in this field are extremely risky but, if the 
pice of developnent ean ve accelerated it seems likely vbat existing 
opportunities for employment snd self-employment, and projects 
(other than UNRW.. projects) which are already near the bl>2-print 
stage, coule within five yeurs provides cmployment for sume 250,000 
people. This figure is made up as follows; 

(a) Spontaneous resettlement in all Middle Bast countr-es by 
refugees receiving (at the end of the third year) 
compensation of over £1,000. sseseresseveveeee-110,000 
«bsorption into the Syrian economy 
of 311 the refugecs now in that 
country not covered by (9). sescceseeceeseseces 70,000 
sbsorption by Irag of a number of 
refugees equal to that absorbed in 
Syria. (This estim:te of the intake 
in 1955-60 is perhaps inflated, in 
vicw of Irag's probable administra- 
tive and political cifficulties over 
LENO SOCELOMONE ie) otee.aisie ee ave -a:c)e seed AO pase awed 70,000 
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@. In addition to the above, schemes directly financed snd 


orgoniscd by UNRW.. should be ible to provide a livelihood for 

2 further 200,000 pcople, of whom 150,000 would be settled in 

the Tordan Valley md 50,000 in Sinai. It is hoped that these 
UNRW.. schemes wold acliberatcly cover only peasants (not 
claimants to appreciable compensation) se a means of reaucing the 
hard core of refugecs. UlNRW.: has certain minor schemes now in 
progress or in sight c.g. the "11 million G@ollsr" programme in 
Toran, the object cf which is to create small enterprises. 
numbers to be absorbed in these have however been included in (a) 
and (b) of the preceding parugraph. The .gency's vocational 
training progremmnc, which should be accelerated rapidly in order 
to facilitate the cisperssl of the younger refugees once compensa— 
tion starts, cannot be regardsd for present purpeses as resevtling 
a separate much less a specific number of people. 

70. The minimum number of rcfugeus to be repatriated into Israel 
if we ignove the Gaza proposal would be 75,000. In addition, the 
disp -siticn of the Gaza Strip and of the rcfugees there (apart 
from those going tu Singni) cither 10 Egypt or to Israel would 
i3ccount for at least a further 75,000. (Wo do not believe that 
vither Isracl or Egypt would in fact cver agrce to take many more 
than 75,000 of the 200,000 refugccs now in Gaza. If this is so, 
the greatest advantage Will be obtained if Isracl takes the Gaza 
Strip and 75,000 refugees, since 50,000 will anyway go to Sinai). 
71. st this rate, therefore, sone 600,000 refugees might be 
resettled in five years or rather more than half the 1960 total 
of one million (assuming a steady natural inereass during the 
period). 

72. Beyond 1960 it is dangerous to offer even rough figures. It 
may be expectcd however that the economy of the Middle Bast, and 
Irag in particular, will be expanding under the proposed stimulus 
2t a rate which may enuble 911 the rest of the refugees to be 
absorbed by 1970. Moreover the politicsl atmosphere may have 
improved to the point where assisted emigration schemes (a.g. to 
Iraq) are feasible, to speca up the process of dispersal and 


resettlement. 
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73. We have not tzken account of the possibility of rescttling 
Palestine refugecs outside the ores, e.g. in the Suden or cven an 
under-developed area of South smerica such as eastern Bolivia, 
where there are many Syrian ind Lebanese traders. 
Future of UNRW: 
74. ulthough UNRW. might withdraw from Syria st the end of five 
yesrs it Gocs not secm possible for the »gency to withdriw from 
the other countries for at least ten years. Lebanon is unlikely 
to agree to absorb more than a few refugecs - unless it could ke 
Gemonstrated that in apprecizble number of those alrendy in the 
country sre Christians wno could be accepted, with 2 similor nuubor 
of Moslems, without upsetting the confessions] bilinee. Tordan 
esnnot absorb more then half the 500,000 refugecs now within her 
frentiers; ond it cannot be expected that the movement of the 
remainder to employment in Syria or Iraq would exceed say 100,000 
unvil the second five-year period. Moreover the propossls for 
cistribution cf compensation imply thit refugees should have a right 
to stay in their camps until they fint cmployment elsewhere, with 
the picbable cxception of those reeciving more chan £1,000 compensa-— 
tion. The latter will not be psid out for three years. 
75. It must therefore be assumed that UNRWa's relief operations 
Wisl continue much on the pressnt basis for the next five y2are in 
Syria and for the next ten years in the remaining countries, although 
the numbers under its cire will be gradually reduced as vefugees find 
employment “nc ucecpt their share of compensation, 


76. There appears to be no room for administrative measures to make 


UNRW.'s S27-per-hesd-per-asnrun relief less attractive, ana so to 


inerease the impetus to dispers:l given by compensation and by 
particulcr sn€ genersl economic measures. It might be possible to 
reduce the finsncisl burden on the United States and United Kingdom 
by substituting gifts of commofitics to the agency instead of cash, 
but it is more likely that such & course would render the .goncy's 
tisk extremely difficult if not impossible, and that it would 
reduce even below the current level the cash contributions by other 
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Governments. Wevertheless the gradu<l redicticn of the 


ration 


rolls should be maintained at its maximum speed by the regular and 


thorough checking of earcs, which the local Governments must not 
be allowed to impede. Those refugees who accept compensation should 
certainly be removed from the ration rolls. 


77. If the foregoing estimates prove correct, the relief costs 


of UNRYW/.. will be halved by ubout 1960, 


Ce 
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PALESTING SETTLEMENT 


MEZTING HELD IN THE FORWIGN OFFIC# ON 


MONDAY, MARCH 7, 1955 |8t 11 ame 
United Kingdom United States 


Mre Shuckburgh Mre Pusseil 
Mr. Simpsen Mr. Wilson 
Mr. Belgrave Mr. Burdett 
Mr. Arthur Mr. Mak 


COST OF A PALESIINE SETTLEMENT TO HER 
GOVERNMENT AND TH8 UNITED STATES GOVERNNMEN 


Compensation for Arab Refugee Property 


It_was agreed that:- 


Isrfei would have to nay at least £100 m’llion compenssticn 
for abandoned Arab velugse property: it was very unlikely 
that a comprehensive settlement of the Palestine affair 
could be purchased for less than thas; 


the sum would be made available over ten years; 


the Government of Israel should be expected to raise 

£30 million of the required total. Of this £30 million 
it was envisaged that £10 million would be a direct 
contribution from the Isracli budget and that £20 million 
would be obtained by a loan from ths international Jewish 
conmunity to Israel; 


in view of their regular contributions te Israel, American 
Jewry could probably net be expected to subscribe more than 
£5 millicn in compensaticn bonds. This would leave 

£15 million te be raised from Commonwealth Jewry; and 
permission would have to be sought for Israeli access to 
money markets in Lendon and other Commonwealth countries; 


\ no significant contributicn could be expected from any 
other auarter: the remaining sum (S70 million) would have 
to be lent to Israel by Her Mejesty's Government and the 
United States Government. 


2 The meeting then discussed the division of this burden 
between the two Governments. : 


30 Mr. Russell amphasised that he could niake no commitments on 
this matter. Subject to this, he could say that the United 
States Government would hope for a division in which they did not 
heve to advence more than half (i.e. £50 million) of the required 
total, and in which Her Majesty's Government would contributes 
in adjition one third of whatever sum was advanced by the United 
States Government. This would mean a division on the following 
lines;- 

Israel 

U.S. and Commonwealth Jewry 

U.S. Government 

H-M. Government 

® Others 


£100 me 


/x It was 
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x It was sugested that France might make a small contribution 
if she participated in a settlement; and that funds might 
be raised in certain other countries, for example Argentina. 


le Mr. Shuckburgh said that he too could make no commitments. 

It could not even be assumed that the Israeli Government would 

be allowed access to the London market. Issues of bonds in the 
other Comionwealth countries would require the separate permission 
of their Governments; but the citizens of some Commonwealth 
countries, including South Africa, would have the automatic 

right to buy bonds in London. It should be remembered that 
contributions from Commonwealth Jewry would for the most part 

be a drain on the sterling area; and it might therefore be 
necessary to consider the contributions of Her Majesty’s Government 
and Commcnwealth Jewry together. He agreed however that the 
Isracli Government would not be able to raise the necessary funds 
without secess to the Londen market. As regerds Her Majesty's 
Government's share of the £70 million which would have to be 

found in addition to the sum zentributed by Itrael and worla 
Jewry, he had been thinking in terms of proportions similer to 
thoss inwhich Her Majesty's Gcvernment normslly contributed ta 
UNRWa funds, that is round about 18-20% of the £70 million. 


De it_ was agreed that both sides shculd examine the above 
ideas further with thejr respective financial authorities. 


Be General Development of the Middle Hastern Area 


66 Mr. Shuckburgh said that since resettlement of the refugees 
wes largely dependent on the development of the economy of the 
area as a whole, we should Co all we could to encourage the 
Internetionsl Bank to be more active in the area. The reason 

for their inactivity so far had been lack of requests for .oans 
for suitable projects, not lack of capital. It at any time it 
appeared that additional capital would make it easier for the 

Bank to make leans, we would not stand in the way of their raising 
money from those oil-rich states with whom we had special relations. 
In view, however, of those states’ munbership of the sterling 
erg, the method to be followed would have to be agreed in advance 
with Her Majesty's Government, before any ptblic statement or 
direct approach was made, 


Te Mr. Burdett said that the International Bank was interested 
in the High Aswan Dam and was studying the Litani development 
projec; in the Lebanon. In both cases the Bank's interest 
should be encouraged. 


8. Mr. Russell recalled that there was a possibility that the 
United States would agree to make up the difference between the 
tetal foreign currency cost of the High Aswan Dam and the amount 
whieh the International Bank might loan to Egypt for this purpose. 


9. lire Shuckburgh said that Her Majesty's Government were 
negotiating additional sterling releases with the Hgyptians. 
These wouldtfelp Heyptian development projects. 


_- 
j 


TOP SECRET Copy Boe f..00 
SPENDIX 2 


A REED PAE 


A Att IE 
PA Af Go 


PALESTINE R fale 


COMPENSATION. REPATRIATION AND 


COMPENSATION 
Magnitude 


The net amount payable:to the refugess mest be to some 
eytent determined by Arab and Jewish chaoims and eovunter-claims 
but the Western Powers should heve a target in mind. 


20 Incontestably the Arab refugees should receive compensation 
for their immovable property, of which the closest known 
assessment is £100 million. In addition they will have an 
arguable claim to compensation for: loss of uss and rents on 
that property; the difference between its cynanted value 

(i.e. the £100 million) and its vacant pessession value - in 
other terms, compensation for loss of tenants’ rights; and 

loss of movable property, which is less easily calculable but 
still falls under the Unitsd Netions Resolution of 196. The 
Arabs also claim, less justifisoly, compensa’ ion fort heir share 
off Pa’ sstine Government propeity and for their loss of private 
prospects. 


3e Israel, however, will elaim for: abanioned Jewisn property 
formerly in Palestine, now in Jordan; war damage te Jewish 
property in Israel; and Jewish property sequestered in the 
territory of other combatant Arab states, notably Iraq. They 
also claim, with less relevance, compensation for property 
sequestsred in non-combatant statrs, cage Morocco. Both Arabs 
and Jews may claim blood monsy for casualties during the 
Pelestine conflict. 


le With all these factors to consider, and all except the 
immovable property in former Palestine being of detatable value 
or relevance, it would bes useless to try to negotiate first 

with the Arsbs on a figure they would accept and which it would 
be reasonable for the Western Powers to finance. The first 

step should therefore be to negotiate with Israel a net figure 
which the Western Powers believe would be acceptable to the Arabs. 


5. The joint working party consider that every effort should 
be made to settle for £100 million, the value placed on ths 
refugees' imuovable property by the P.C.C. It is well supported 
by the available evidence; it is the least the Arabs are likely 
to accept; and it has the virtue of meeting the refugees' claim 
to compensation for immovable property, without their suffering 
reductions on account of unrelated counter-claims. The object 
of the negotiations with Israel, and later with the Arabs, would 
be to cancel out all other claims on both sides; including 
Isracli claims in respect of immoveble property. The value of 
any Arab land returned by Israel (e.g. along the frontier with 
Jordan), would of course be deducted from the total value of 
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compensation as calculated above and the value of the Arab 
obtained by Israel at Latrun would be added. But the divis 
of the demilitarissd zones would not affect the foregoing 
compensation; they would be dealt with as asepnrate issue, 
ersatec by the present settlement. 


Financing 


6. Assuming £100 million to be the target, the maximum 
contribution towards it should be made by Israel; in ae 
by the Government of Israel and its main source St foreLs 
exchauge, world Jewry, The prevision of a substantial jewd sh 
contribution will] be facilitated to the extent shat payment is 
esquired over a long rather than a short period; and it 
appears likely, ir fact, that the required payments will be 
spread Over as much as ten years because:— 


(a) the assessment of individual elaims will take about 
thres vears; 


thereafter, the physical distribuvion will be a gradual 
process if only by reason of disputes; 


the area's lack cf economic wealth, apart ?rem that to be 
ereated over a period of years by UNRWA or I,B.R.D, 
projects, will make i+ extremely diff:.cult to invest 

the total. of £100 million in less than perlaps ten years. 
Bevause cf their interest in preventing inflation, the 
Western Powers may have to consider mans of slowing down 
the payments. 


if the payments were in fact spread over ten years, it 

ould be pessitle for the Isravlis to provide 30% o1 the 
capital with the assistance o2 international Jewry, which might 
provide say 20%. The principle would be ee Israel was 
yes onsible for the payments to the refugees'and for payment 
of interest end amortisation of both Soaten and Governnent 
loans; albeit the latcer mighv have to year lower interest ard 
os for longer terms, dependent on Israel's capacity to service them 


Distribution 

8. While fu21 and final settlemunt of vach refugee claim, 
including appeals to arbitration, wovld be impossible, the aim 
snould be a quasi-l4egal distribution of the £100 million 
according to entitlement, in order to obtain the Eest political 
reactioa from the refugees and the Arab world. 


fe 
Ss 


er) Detrils af distribution procedure can hardly be laid down 
without pricr discussion with UNRWA, since compensstion has an 
econcmic (resettlement) aspect as well as a political one. 
Nevertheless certain interests of the Western Powers are clear, 
and the following modifications sare proposed to ths principle 
cf payment according to entitlyment:— 


(a) Any refugee's claim vo compensation should be abated by 
the value of real property or equipment made over to him 
by UWRWA if he is resettled or repatriated. 


/(o) About 
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(v)-About £35 million is due to 


and above £2,000 each. The rich have equal 
the poor to erentual payment of thuir entitiemont, 

is important that this sapital should create empl 

in the srea, as she property it Peprgsvits used 
Palestine. lt is proposed therefore that priority ir 
payment, within this elass, should be #ivren to those ae 
are prepared to show thet ew: Will invest tneir funds 
usefully within tho Middle : Ths mothed but noe A439 
principle of so distributing this money shuld be isecussed 
with the Arab Governmeits ; 4 - 

economy of the countries concern 


Fuvther consideretion should be given 
London working parvy that entaticncias 


be i 


nvested in a developms % bank with refug 


on its Board. 


(c) 


46 


Where would laraincs & teal advantage in being able 
Vo anrource at the cutset ubat evary vrefuzee would ges 
some Gireet benefit fron the Israelite pavingnt of 

compe 2satione With this in mind. it is proposed that 

the value of common (masha't) Ilsnd, which wou.e in any cé&se 
be almost impcssible to dividsa among thre legel owners, 


shoald be suared by all cleiments vo 3snals amocnts (perhaps 
those with claims gudee £100, which ‘youll mean ; 

70,000 parsons), ‘he Londen working perty © sug 

of a minimum payment of £100 per jily-unit would anvolve 
aspaterent of all claims t? higher amounts “f the tc tal 

fun2 weve only £100 million. {[t should however be further 
examined jn the course of negoviakions. 


In gimeral it is assumed th MRWA. wi #124 econtinus to 


remove from its ration rells : nt founé to be self— 
sufticisut, Purtkher, while nc Seas “ should be denisd thy 
ri 


nil Simase 


ja@ut to cesh payment, any devices to facititate 


payment on kice would be peneficial. 


The egents in the operation (after the Western 
n eotiated the preposed vettlenent), should be 


Wer the purpose of asses3ing tadividual claims, receiving 
funde from Tarael and dispersing compens ti 
UNEWA, a svecial United Nations agenc,’ might be 


a 


the Generul assembly at the reguest of the P.c. 


MmRWA, nowevyer, snould handle ell contacts with the 

efugees, e.g For ideatification and for the cush 
neaymeatse as indivated w08Vve. TM is not excluded that 
loza. government enculd take over UNRWA's Tunc nen and 
respensib: lity, in order to facilztats 3 sgency' 
witherawel from the country: 
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REPATRIATION 


jé. It is considered that Is-ael, with a viaw to reeonciling 
Arab claims to a general right of repatriation, and her own 
inability to teke more than limited numbers, should 3frer to 
repatriets 75,000 Arab refugees over a Tive years period. 
This enuld be accomplished by establishing tmmigrsrion quotas 
of 45,000 vach for five successive years. Pie queovas would 
be non-renewable but measures would be taken to ensure that 
Israel did not impose administrative restrictions which would 
pravent the quotas being filled. It is unlikely thes the 
quotas will in fact be filled, nor would it be good se 
persuades any considerable number of Avab rsfugevs tos 

Israel except for persons from the Gaza otrip for whom ¢ 

of ressttiemsnt elsewhere 9r2 especially dim. 


14. The land which the Arabs formerly cecupied would have been 
paid for ty Terasl withthe £100 million compensation. it 
Israel prcevided returning refugees with some of the very limited 
pert cf sucn land which has nut meanwhile been col.enised, this 
would give ths greatest satisfaction to a very few o1 the 
would-be repatriates — perticularly if tae former owners could 
Petar to (2:6 But the Government of [Israel would certainly 
wich to deduct its valve from the compensestinn fani, to tne 
detriment of the refugees in seneral. WMereover, Israel is most 
unlikeiy to give the Arad refugess the actual title to any iand 
whatever. In fact, one can expect them co be treated no better 
than Jewish immigiants, ist. to te given, as the most, & 
Limited tunancy of land. 


44. On balaaee the vost satisfactory course sppears to be the 


Nira estes creat 
LoLlewving: 


(a) pay compensetion, sudject to (¢) below, te repatriated 
esfugees when they are entitled to at, in the s aie manne 
as is done to othe> refugees (they woulda in fect nave 
littie prospect of resurring to thzir homes as provided 
for in the UN Resoiution of 7948 and therefore appvar 
ertitled + compensation); 


include a provision in the applicaticns fo. reps 
barring vraefugees from raising subsequently in I 


SLati 
8 
clainucs for further compensation for thetr proper 


t 
r 
b 
uv 


a 
Pd 
(ec) UNRWA te pay tre cost o1° repatriation end sc recover 

arount spent on each individual family of rapatriates 

far as possible from that family's compensstion entitlement. 


(a) Isteel te treat the refugees as new immigrants. 


Toe aoove prozedure would avoid insistence by Israsi that the 
compenssticn total agreed te with her ba reduced by the veiue 
of the propecty of refurees recurning to Israel, and would 
ayoid difficulties with Israel over where the refugees should 
be settled. 

45. The whole operaticn would be completely different from vhe 
Arabs' coneept of repatriation (which could be described as the 
re-occupavion of Arat Palestine), but it is considered possible 


/to present 


to 8 way that the Areb Governnents 
would admit that the United Nations Resalution about repatriation 
had been fulrilled. 


RESULTS IN TERMS OF RESETTLEMENT 
16. The joint working party have no sufficient basi 
dsvfinite forecast of results in teurms of resettiem 
considered that substantial progress in this field 
unless:— 


(a) all avsilable measures are taken t ete Bhs: ths general 
economic development of vhs Arab state bs ns of Poreign 
pital and technical assistance; 


the Arab Governments permit the free movement and residence 
and employinent of the refugees throughout the region. 


17. For the purpose of making a working estima 

over a five-year peried it is assumed, how & 

soon bY able to withdraw from Syria (now harbouring 80,009 
refugees); that the Lebanon, having some : nristian 
refugess, can absorb them end an equal number of Moslems without 
upsstting the confessicnsl balance; that 60.000 will 


immigrate to Iraq, particularly if frozen Jewish acsets in Irac 
fre us:d to help them; that 270 G00 will be absorred in the 
Jerdan Valley and Sinsi projects; that say 50,000 will be 
repatriated to lerael; and that say 130,000 may be removed 
from the UNRWA rolle by stricter vetting of ration cards.- 


Syria 80,000 
Lebanon 4.0, 000 
Iraq 60, 000 
Jordan Valley 200, 000 
Sinai 70, 000 
Israel 50, 000 
Deflaticn of 430, 000 
UNRWA rolls = 
670,000 


48. If the above projection, which is very optimistic, works 
out in practice about 250,000 refugees might remain on UNRWA rolls 
after five years; located mainly in Jordan and the Gaza strip 
(or in camps in Sinai distinct from the Sinai project). UNRWA 
will probably be called upon to support these persons for an 
additicnal five to ten years. Jordan would be financially 
incapable of deing so, and if Egypt annexes the Gaza strip she 
weuld probably have to be given assurcncess chat UNRWA will pay 
for the care of the refugees until they are permanently settled. 
These persons might eventually be resettled in Iraq, clsewhere 
in the Moslem world in small numbers (perhaps in Libya ard the 
Sudan) or possibly outside the area. 
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19. he refugees in ¢! E : 5 

(see Appendix 1 for territ L sect t envisar 

the most yale inces 70,000 would be rese 
by the Sinai project and perhaps 50,000 would return t 
leaving some 60,000 for whem there is little prospect of 
ressttlement in the foreseeable future. If lsft in 
strip they would be 8 constant source of friction b 

and Israel. Therstore Egypt should be asked ft 


es 
E 

of the remaining refugees to new camps to be located 

UNRWS would pay for the move and agree to support the x 


until they eculd be permanently resattled. ur Eeypt rafused 
to admit the refugees into Egypt proper the situation wuld be 
accepted reluctantly, and UNRWA would still agr: to support them 
until they are permanently resettlec: if Nasse U ) 
accept the Giza strip with the refugees some form of trusteeship, 
as discussed in the tyrritorial aprendix, would be considered. 

We should not neglect any means of creating additi 

employment in Gaza; but, becavse of the difficulties 
resettlement opportunities for them, and tr angers 

incidents posed by the overcrowded Gaza 

this area would receive 


EXTRACT FROM AGREED PAPER DATED MARCH 9 


REFUGEES 


1. 


To prove acceptable to the Arabs the proposals must contain 
provision for repatriation of Arab refugees and the payment of 
compensation. In practice only a small number of refugees 
probably wish to return to Israel and in general it would not 
be desirable to increase too greatly Israel's Arab population. 
Israel would be asked to repatriate as Israel citizens up to 
75,000 refugees over a five-year period. This could be done 
through a non-renewable quota system providing for the 
admittance of 15,000 yearly with priority given to refugees 

from the Gaza strip. Pefsons readmitted would be settled by 
the Government of Israel in the same manner as new Jewish 
immigrants and UNRWA would provide financial assistance to this 
end, 

The eventual resettlement of all refugees depends upon the 
general economic development of the area as well as upon specifi 
UNRWA projects and freedom of the refugees to move in order to 
take employment. In the long run the best prospects are 
provided by the economic development programme under way in Iraq. 
A very rough forecast of resettlement possibilities is as follows: 
Syria, 80,000; lebanon, 40,000; Iraq, 60,000 (initial increment 
Jordan Valley including the Unified Development Plan, 200,000; 


Sinai Project, 70,000; Israel, 50,000 (it is very doubtful that 


— 


the full 75,000 would want to return); total, 500900. 
Compensation. 

a. Both the Arabs and Israel will advance large claims and 
counter-claims which will prove almost impossible to 
evaluate. These will include: on the part of Israel 
claims for abandoned Jewish property in Jordan, war 
damage and Jewish property sequestered in the Arab states 
on the part of the Arabs, movable property, tenant's 
rights and loss of use and rents on property. The most 


/practical 


practical approach is first to negotiate with Israel 

a fixed figure which will represent the net amount to 

be paid by Israel for compensation after all claims and 
counter-claims have been taken into account. The 
suggested figure is £100,000,000. This is the PCC 
estimate which is understood to be conservative, of 

Arab immovable property abandoned in areas of Palestine 
now held by Israel. 

It is important for psychological reasons with respect 

to the Arabs as well as to minimize the financial burden 
on the US and UK that Israel contributions to compensation 
be as large as possible but it recognized that unassisted 
she is unable to finance such a large sum. In view of 
the time which will be consumed in determining individual 
claims, the difficulty of providing funds and the low 
economic absorbative capacity of the area payments should 
be made over a ten-year period. Of the total Israel and 


world Jewry combined should pay 30 per cent and 70 per 


cent would have to be provided by the world community, 


primarily the US and UK, in the form of loans to Israel. 
Israel should accept responsibility for repayment and 
servicing of the loans. 

The funds available for compensation should be distributed 
through a quasi-judicial process to persons who are able 
to establish title to real property. Persons otherwise 
entitled to compensation would be paid even though 
repatriated to Israel. To avoid double payment any 
claims would be reduced by the value of real property 

or equipment provided to a resettled refugee by UNRWA. 
Large claimants, estimated at 11,000, should be paid on 
a deferred basis to reduce dangers of inflation and 
provisions should be made to encourage maximum investment 


Jot 


of the funds in the area. All refugees should receive 


some payment. This could perhaps be done by dividing 


the value of common land, to which title is difficult 


to determine, among refugees with no claims and those 
with very small claims, 

A special UN agency should be established to administer 
the programme: UNRWA would make the actual payments. 
The value of Arab lands returned by Israel to Jordan in 
the frontier adjustments would be deducted from the 
compensation total, while the value of land acquired by 
Israel at Latrun would be added. Payments for property 
in the demilitarized zones on the Syrian border would be 
handled separately. 

Appendix 2 describes in detail the suggested compensation, 


repatriation and resettlement programmes. 


TOP SECRET 


Sir A. hnston 
Mr, 

Mr. Potter 
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Palestine Settlement — 6(55)96 

This paper sets out the dangers of war in the Middle Nast 
arising from the non-settlement of the dispute between Israel 
and the Arab States, and outlines the plans which the Foreign 
Office have been making with the American State Department for 
trying to reach a settlement. 

The object is, of course, entirely laudable, but the way 
in which the serious financial implications for us have been 
handled 1s most unsatisfactory. 

At the end of February Mr. Shuckburgh, at a meeting with 
Sir Alexander Johnston and Mr. Playfair, gave ue an outline of 
the plan. We explained the serious difficulties which the 
financial proposals would have for us and lir. Shuckburgh agreed 
that further discussion with the Americans would be entirely 
without comnitment, pending further discussion with us. In 
spite of reminders, we had nothing from the Foreign Office until 
yesterday morning when Sir Alexander Johnston received a draft 
of this paper with a message that the Foreign Seeretary wanted 
to circulate urgently. He called a meeting, which I attended 
yesterday afternoon, but by that time the paper was already in 
process of circulation. 

The first point to which we drew attention was the phrase 
in paragraph 6: "These discussions..... have resulted in 
agreement upon a comprehensive set of proposals for a settle~ 
ment of the Palestine question". It seemed to us that the plain 
meaning of these words must be that H.M.G. was committed vis-a-vie i 
the U.S, Government to proposals on these lines with their | 
finaneial imp}ieations. Mr. Shuckburgh maintained that the 
diseussions had throughout been entirely without commitment to 
either Government, He admitted that the words quoted above were ey 


/misleading 


misleading; it was, however, too late to alter then. 


Moreover, however much he and his American opposite nunber may 
have reserved the position of their Governments, it must be 
recognised that the mere drawing up of this plan has gone a long 
way to getting them morally and practically committed to it. 
The financial implications are sketched out in paragraph 8 
of the paper. They can be divided as follows:- 
(a) Speeding up of UsNsisWei. schemes. This, which is 
primarily an I.F. matter, raised no new question of 
policy. 


regards igypt, Mr. Shuckburgh told us that it is 
likely to take the form of aceistance towards their 
development schemes, in particular the High Aswan 
Dam project. The Americans with whom he had dis- 
cussed it talked of making a grant of #200 million 
towards this project (estimated to cost 4600 million) 
on the basis that a further 7100 million would be 
contributed by I.B.R.D. Mr, Shuckburgh said that 
there had been no suggestion that the U.K, should 
give or lend money to Egypt, our contribution being 
regaréed as taking the form of additional releases of 
Egyptian sterling. These ideas are quite different 
from those which the Egyptians have been discussing 
with the Gernan/British/Prench consortium for the 

_ building of the Dan, under which additional sterling 

“balances released by us would be used to meet the 
foreign currency expenditure on the project. The 
cost Of the Dam is so great and Egypt's resources are 
so straingd that she probably will in fact need not 
only her own sterling balances, but also assistance 
from the Americeng and the International Bank. But, 
whereas under the glans we have been discussing Egypt 
would award the contregt te the consortium and our 
contractors would get a Substantial share of the orders, 
/under 


under there present ideas, the Americans may well 
insist om American participation in the project or 
at any rate international tendering. 

There has been no co-ordination within the Foreign 
Office on this subject. Yhereas Mr. Shuckburgh would 
like us to go slow on the negotiations for the release 
of Egyptian sterling, his colleagues who have actually 
been handling this suggestion have been pressing us to 
go ahead as quickly as possible. All this side of it 
we will endeavour to clear up in the Foreign Office next 
week. 

We asked what inducements to other Arab States 
were in mind. iir. Shuckburgh said that this reference 
had been put in the paper because of the possibility 
that, ae negotiationa procecded, 1% might prove necessary 
to bribe e.g. the Syrian Government to take some Arab 
refugees. There was no suggestion at the moment that 
HeM.G.s would have to contribute, but it was a possibility. 
This illustrates how comnitmente which may turn out to 
be inescapable arsie when one embarks on a project of 
this kind. 

(¢) Coupengetion for Arab efugee Property. It is an 
essential part of the scheme that the Government of 
Ierael should pay compensation estimated at about 
£100 million to the Arab refugees whose property in 
israel has been confiscated. It is recognised that 
Israel cannot in fact produce anything like this amount. 
The ideas produced in the Anglo-American discussions 
were described to us as follows:- 

&million 


(4) Loan or gift by U.S. Govern- 
ment to the Government of Israel 50 


(44) Contribution by the Government 
of Israel itse 


(444) Sums raiseé from Jewe in U.o. 
and Commonwealth 


(iv) Loan from H.M.G. 
Total: 


These ideas are still very fluid and they are not at 
@ll clearly expressed in paragraph 8, where in addition 
to the £15 million loan from U.M.G., reference is made 
to borrowing by the Government of Israel on the London 
Market of £10515 million. This is apparently 
intended to be a reference to (iii) in the table above. 
On the advice of the Bank of “ngland, I told Nr. 
Shuckburgh that, quite apart from the policy difficulties 
vie-4-vis Commonwealth borrowers, etc., he must take it 
that it would not be possible for the Government of 
israel successfully to float such a loan on the London 
Market and that it was useless to regard this as a 
future plan. The alternative would be to allow the 
Government of Israecl to sell in this country, andi in 
any other Commonwealth countries that were willing, 
their bonds on the lines on which they are now sold in 
the United States, Canada and certain European countries, 
I said that this might raise fewer difficulties for us 
provided the bonds were non-negotiable, but that we 
should have to have time to consider it, and meanwhile 
we could not be regarded as committed to it. 

The £15 million loan from H.i.G. is primarily a 
matter for I.). Sir Alexander Johnston pointed out 
the budgetary difficulties and I stressed the balance 
of payments difficulties at the present time. 

Apart from all this the implications of the sudden 
influx into the Middle East of £100 million are obviously 
most serious. The money will be doled out in 
relatively small amounts and will produce inflationary 
conditions without any direct empetus to our own exports 

_ there. The Foreign Office are alive to these dangers 
| ‘but at the moment have no ideas about how to meet them. 
fining 
ur. Shuckburgh told us that earlier this week it was 


/expected 


expected that negotiations on this would be opened up with 
Egypt very quickly, and in fact preliminary soundings had 
been taken of the ligyptian Prime Minister by the American 
Ambascador in Cairo. These had been reasonably successful 
but it was now clear that no further progress could be made 
until the Ugyptian Prime Minister returns from the Afro/Asian 
Conference at Bandoeng at the end of April. It was agreed 
that immediately after Laster we should sit down with the 
Foreign Office in order to work over the pointe outlined 
EXXZH above, and that as a resul? a further paper or papers 
might be circulated to the Cabinet by the Foreign Secretary 
and possibly by the Chancellor. This is all very well 
but 
(a) meanwhile the Cabinet are left with the 

misleading impressions contained in the 

Foreign Secretary's paper, to which I have 

already referred; 


(b) 1t must be recognised that the Foreign Office 


have gone a long way to being morally, emotionally 
and practically committed to a plan on these lines. 


(W. ARMSTRONG) 
7th April, 1955. 


Note of a meeting held in Mr. Drake's Room on the Lith April 
disouss financial lications of 0.(5 6 


Mire AeE. Drake 

Hr. AeKe Potter 

Colonel Russell Edmunds 

Ze HeSe Lambert " 

Mre GeG. Arthur Foreign Off'ice 
Mre Keds Simpson " 


Mr. Belgrave " 


le The Foreign Office explained that the Working Party report was 
entirely a United Kingdom paper. The Agreed Papers were joint 
UeS./UeK. views which were official views only and were entirely 
without commitment. 

2. =‘ answer to Mr. Potter, Mr. Arthur said that it was not correct 
to say the Cabinet Paper put in by the Foreign Secretary was out of 
date. Soundings had been made separately of Colonel Nasser by the U.S. 
Ambassador to Egypt and the U.Ke Ambassador, In the course of these 
soundings, Colonel Nasser had laid claim to the Nege¥ and had proposed 


that a scheme should be worked out to this end, He (Colonel Nasser) 


would consider the scheme when he returned from Bendoeng. It would be 
necessary for the Foreign Office to discuss this development with the 
Americans and present thoughts were that the Americans should be asked 
to come back to London next week, Then there was the uncertainty 
about e General Election, If there was one, then the question of 
further talks with the Egyptians would have to be put off. If no 
General Election, it might be necessary to seek the Cabinet's authority 
to go ahead with the proposal for a settlement. 


3e Mr. Potter said there was a reference to oil in the context 

of Israel, Was it contemplated that the pipe line to Haifa would be 
opened? Mr. Arthur said this was not contemplated. Iraq would not be 
a party to the settlement and there would be no attempt to make the 
supply of oil to Israel an issue, All that was in mind was the removal 
of certain measures by Arab Countries, eege, supplies for Israel 
through the Suez Canal; there was no question of trying to get the 
Arab Countries to engage in trade with Israel. ‘The removal of the Suez 


Canal restriction on supplies for Israel would help Israel balance of 


payments wise and this was thought to benefit em oil imports * about 


£1 million amuaily. 

4e Mre Drake raised the question of the guarantees which would be 
given as part of the settlement. Did the Foreign Office envisage that 
this would affect the Anglo-Jordan Treaty or our undertaking to Israel? 
Would these guarantees have any bearing for example, on the strength ete. 
of the Arab legion? Would they in any way have a bearing on HeMeGes 
general strategic aims in the Middle East. Mr. Arthur said these 
guarantees would not affect the Anglo-Jordan Treaty or any other 
undertaking of HelisGe As far as he knew they would not have any 
bearing on H.M.G.8 strategic aims in the area, ‘The one decided benefit 
of these guarantees was that the Americans would be a party and this was 
very valuable, 

5e Mr. Drake wondered if the proposal for dealing with Jerusalcom 
would have financial implications. There were two Mumicipalities 
concerned, the Arab and Israili municipalities: there may also be 
private claimants. He knew from experience that a number of Arab 
municipalities considered they had claims on the Israel Government 

for municipal funds: and in the case of Jerusalem there had been 
difficulties about apportioning a Water Supplies Renewals Fund 

between the Arab and Ismaili mmicipslities. Mr. Arthur said he was 
unaware of financial implications: nothing had been mentioned in the 
discussions with the Americans. Mr, Drake said there did appear to be 
some risk of financial implications and he thought that Ministers 
should be aware of the risk, 


6 On the question of Egypt, Mr. Arthur emphasised that in the talks with 
the Americans there had been no suggestion that H.MeG. would provide any 
economic aid. ‘The Americans had clearly given the impression that they would 
help with the High Aswayt Dam project. ‘They had talked of making a grant of 
200 million in addition to A100 million from I.B.R.D. When fears were voiced 
about reliance on the Americans to provide the required economic aid without 
any likelihood of a call on HeMeGe, Mre Arthur ex lained that, by chance, he 
had in the course of talks, come across 4 UeSe State Department paper which 
purported to indicate some planning thoughts of the State Department on UeS. 


aid to the Middle East over the next five years. ‘the figures ran:- 


g# million 
U.N. Re We As 
Sinai 
Jordan Valley 
Economic Aid 
Additional aid to Israel 


Additional economic aid to Egypt, 
Jordan, Lebamnon and Syria 145 


Military Aid 250 


£1,081 million 


The American representative on the Working Party were confident that 
they would get the assistance required for Egypte He (Mr. Arthur) was convinced 
that the Americans were not looking to H.llGe to provide assistance, HeMeGe's 
responsibility would be confined to the question of release of sterling 
balances. This latter point occasioned some discussion from which emerged 
that the Foreign Office ,ccepted the view that the question of releases should 
not be tied-in with a Palestine Settlement. If it happened that a decision on 


releases was conveyed before negotiations on a Palestine Settlement were under 


way, then credit would be claimed for this decision as a gesture to Egypte 


7e On the question of assistance to other Arab countries, Mr. Arthur 
said there had been no suggestion that HeM.eG. should make any financial 
contribution. Mre Drake said there may not be any idea on the Foreign 
Office part to provide financial assistance for Arab countries. But in 
the case of Jordan there may well be increased pressure on HeMeGe to 
deve her contribution for development, This possibility could not be 
ignored and Ministers should mow of ite As to whether H.M.G. would get 
away without making some financial contribution in the course of negotiations 
was a moot point. 

8. Discussion then turned on the question of Compensation, It was 
generally agreed that a settlement was unworkable without some 
comensation, In the view of the Foreign Office, the minimum figure 
which could be thought of as standing a chance in obtaining a settlement 
was £100 million. Mr. Drake pointed out that for presentation to the 
Cabinet, the figure should be posed as the maximum for purposes of 
negotiation, Just how the negotiations should be conducted in order to 
ensure that they were contained within a maximum of £100 million needed 
the most careful thought. The Foreign Office considered that the first 
approach should be made to Israel where there would be every effort to 
scale down the amount of compensation, The Arab countries on the other 
hand would start from astronomical levels no doubt. Mre Arthur said 
that the method of conducting the negotiations had not been fully thought 
out. It was an essential starting point to mow that the Israel 
Government would play and on what terms, He envisaged the first stages 


would be to get Israel agreement in principle to the basic framework of a 


settlement ¢egey territorial adjustment, repatriation, compensation etce: 


then the Arab countries agreement in principle. ‘The stage might well be 
reached where, on compensation, there would be a firm declaration that 
£100 million was the limit. 


Je There was much questioning of the £100 million compensation figure. 

The Foreign Office agreed that ideas about what this figure skowid—tbe 
ranged widely. However, the Palestine Conciliation Commission had, in 1951, 
carried out an exercise on the question of compensation and from this had 
emerged a figure of £100 million. This was an independent study of the 
problem and could be posed accordingly as a reasonable assessment by a 
responsible authority, The Treasury pointed out that the assessment made 
in 1951 was based on 1947 values and it might be reasonably contended that 
in 1955 an upward adjustment was called for. ‘The Foreign Office agreed 
that an up-to-date assessment might entail an upward adjustment, but in 
their view this figure of £100 million was not the crtoial factor in a 
settlement as proposed. There were a number of vitial issues involved in 
the proposed settlement and negotiations might well founder on one or more 
issues other than the compensation figure. In framing the proposals, the 
Foreign Office had decided that a figure of £100 million was the one which 
should be stuck to for compensation and the Americans did not demurs 

Mre Drake said he appreciated the underlying aim of the Foreign Office, but 
there was the risk that in negotiations this figure of £100 million might 
be adjusted upwards. If this happened, it would mean that the additional 
sum would fall to be met by the UeS. and the U.Ks, end the U.K. share of 
£15 million might be doubled. Mr. Arthur said the Foreign Office view was 
that £100 million would be the amount the Cabinet would be asked to approves 
If a higher figure became m issue, then it would mean going back to the 
Cabinet. Mrs Drake said if there was any danger of a subsequent approach 
to Cabinet for a higher figure than £100, then the Cabinet should be aware 
of this. 

10. ‘The Treasury pointed out that the Working Party report gave a figure of 
£128 million for compensation made up of: Compensation £100 million, Losa of 
rents ani revenue £19 million, Tenants rights £10 million. The Cabinet 
Paper mentioned only £100 million. lr. Simpson explained that the 
Americans did not like the idea of compensating for loss of rents and for 


fenants rights because it would be most difficult to handle, It had been 


agreed in the U.S./UeK official talks to Groep both these items and stick 
to £100 as the compensation total. 5 


1l.e On the repatriation proposal, Mre Drake pointed out that this 

would be likely to involve U.N.ReW.A. in a loss and would be a call for 
additional funds for U.N.ReiieA, The Foreign Office explained that because 
of the United Nations resolution, it was essential to have the principle of 
repatriation accepted by the Israel Government and it was to cover this 


requirement that the proposal hed been made that Israel should agree to 


repatriate Arabs in the numbers suggested. (75,000 from Gaza, 


75,000 from elsewhere, over 10 years). But the Foreign Office were 
convinced that very few Arabs would take advantage of the repstriation terms 
and it was most unlikely that U.N.R.W.A. would incur much in the way of a 
loss. Myre Drake agreed that it was unlikely that the repatriation terms 
would appeal to the Arabs, but to the extent that they did, U.N.ReWeAe 
would have to bear the loss. 

12, ‘The question of the inflationary effect of the compensation payments 
was discussed at some length. he Treasury expressed the view that this 
problem needed to be most carefully considered. Whereas the Working 
Party had shown some apprehension about the problem and hed suggested the 
investment of compensation payments above £2,000 in a Development Bank, 
this idea scemed to have disappeared in talking with the Americans, The 
Foreign Office explained that the Americans had shown considerable 
reluctance to any suggestion that the individuals concerned would not be 
paid the compensation due to them, ‘They attached great store to the 
private rights of individuals and considered nothing should be done to 
infringe such rights. They had, however, agreed to look further into 

the question of a Development Bank along the lines suggested. It was 
pointed out by the Treasury that as the proposals stood some two-thirds 
of the compensation would be paid in two years. ‘This ms bound to have 
strong inflationary results. If all payments were made to individuals, 
then it was essential that the payments should be spread out so that 
there was an even annual rate over the 10 year period. But the problem 
needed to be studied country by country and there would be an advantage 


Dw: 
in getting expert views from such people ag Mr. Dielks the Jordan Curreney 


Controller. ‘The Foreign Office were against any soundings of local 
experts on security grounds. On the other hand, they acoepted the vital 
need to avoid inflationary pressure and would welcome Treasury assistance 
in working out suitable arrangements for the compensation paymentse 

The 'Yreasury thought that something on the lines of the Development Bank 
idea for payments over £2,000 should be a feature of a scheme for 
compensation payments. ‘The Foreign Office said they thought the Treasury 
should be represented at future talks with the Americans when they could 
handle this question of investing compensation payments and also other 
Tinancial matterse ‘There was general agreement that the Treasury would 
attend future talks with the Americans. 

13e Some doubt was expressed by the Treasury as to Israel's ability 
herself to find £10 million towards her share of the compensation payments. 
The Foreign Office explained that, in the discussions, with the Amerioms 
a number of attempts were made to evaluate the contribution Israel could 
make from her own resources. Im the end, the Americans took the line that 
the least Israel should be allowed to get away with was £10 million and 
that, broadly, settled the amommt. On the other hand, the Foreign Office 
had considered that the cash available to the Custodian of Absentee 
Property should be the major share of the £10 million; but it had been 
difficult to get an estimate as to what such funds might amount toe ‘The 
Treasury made the point that any shortfall in the £10 million would throw 
an added share on the UeK. and U.S. 

14e The Foreign Office said before an approach were made to Israel it 


was essential to know whether Israel could be given facilities to enable 


her to raise about £10/15 million from Commonwealth Jewry. ‘The Treasury 


pointed out that they had said at the meeting which Sir Alexander Johnston 
held that 1% would not be possible for the Government of Israel to float 
successfully a loan on the London Market and thet it was useless to regard 
this as a starter. As an alternative, it may be possible to allow the 
Government of Israel to sell in this cowmtry, and in other Commonwealth 
countries that were willing, these bonis on the lines they are now sold 
in the United States and some other countries. It would be necessary to 
obtain the views of the Bank of England on such a proposal and would 

7 


the Foreign Office be agreeable to the Bank being told what was necessary 
of proposals for a settlement in order to get the Bank's views. ‘The 
Foreign Office representatives ex lained that the Americans were 


particularly concerned about security: they did not want to run any risk 


that news of the ides might leak and had confined kmowledge of the proposals 


for a Palestine Settlement to a mere handful of Officials. It was agreed 
that the Foreign Office would consider whether the Bank of England could be 
told what was necessary of the proposals and would let the Treasury ImowWe 
15e = Mire Drake pointed out that the proposals envisaged the extension of 
the life of U.N.R.W.A. to 1965 and possibly 1970. While it was true that 
we had accepted that U.N.R.WeA.'s life should be extended long enough to 
complete its task - and this might be after 1960 = the proposals threw an 
added burden on the Agency. For example, a great deal of the administrative 
burden for payments would fall on U.N.R.WeAs and this would be a heavy one, 
It would mean a greatly increased staff and would be costly. Ministers 
should imow of this. ‘The reference to the administrative burden which the 
proposals threw up raised the question of the exercise now being conducted 
by the Palestine Conciliatory Commission inio the Palestine Government Land 
and jax registers so that a basis for compensation payments could be framed, 
The Treasury pointed out the vital need to keep this exercise apart from the 
question of the compensation total: it would be embarrassing if this 
exercise was conducted in such a way as would call in question the £100 million 
figure. ‘The Foreign Office answered that the exercise mentioned was 
estimated to take three years, but it might well take five. ‘This answer 
reised the query as to what basis would be taken for compensation payments 
if the exercise was not concluded in three years, but it was clear that this 
needed to be thought out. It was agreed that it would be advisable to keep 
the ©.0,C, exercise in leading strings so that it would not prove 


embarrassinge 


16. The Treaaury raised the question as to how the abatement of 


Israel's share for cession of territory by her would work, ‘The Foreign Office 


¥ 


said they envisaged that the territory edded would enable claimants to 


receive back their proerty and, therefore, no compensation monies would be 
payable. In answer to another Treasury query, the Foreign Office said they 
had envisaged getting the Iraqi frozen assets (assets of Jews in Iraq) paid 
over in cash to the authority which would make the compensation paynentse 
The Foreign Office had no idea as to the amount of these assets though they 
had made efforts to find this out. It was pointed out that the Iraquis were 
very anti-Jew and this may have a bearing on getting the money. ‘The Foreign 
Office said they assumed that the money would be forthcoming and thought 
this would be so, As to property of Palestine Potash Ltd. and Palestine 
Eleetric Corporation, the Foreign Office said that while this question had 
been mentioned in the course of talks with the Americans, no decision had been 
reached, The Treasury pointed out that property of these companies were 
situated in Jordan and this may throw up an added problem for HeM.G as would 
the question of surrender by Jordan of any claim to Palestine Government 
assets in Israel about which succeeding Jordanian Delegations had been 
vociferous. 
17. Following discussion about putting a paper to the Cabinet to bring 
out fully the financial implications of the proposals in C (55) 96, it was 
agreed that the Treasury would prepare a draft of a paper which the 
Chancellor might put in, On the other hand, the Foreign Office might consider 
it advisable to put in a paper themselves when the Treasury could include 
such matter about financial amplification as they would wish to do. ‘The 
question of the Foreign Office putting in a further paper was very much tied 
up with the General Election, If no Election, then Cabinet authority might 
be sought to go ahead with negotiations. The Foreign Office undertook to look 
into the question of their putting in a further paper: meanwhile the Treasury 
would start on drafting paragraphs which could be used either in a paper by 


the Chancellor or in a Foreign Office papers 


Q) 
An 4 
ec: Mr. William Armstrong 


ire Ai Lotter 
Colonel Russell Edmunds 


PALESTINE SUTILRGNT 


Please see Mr. Armstrong's minute of 7th April and the 
Chancellor of the Exchecuer's orders on it of 9th April. 

My further meeting with the Foreion Office has now been held, 
They have given us a number of papers (now on file) showing the 
details and progress of their discussions with the smericans, 
and we have cross-examined them thoroughly. A note giving an 
up-to-date appreciation of the finenoial implications is now 
being prepnred and will be submitted shortly. Meanwhile, the 
Chancellor has asked for a Cabinet paper for him to put in. 

4s far as they ever will, I think the Foreign Office now realise 
the enormity of their offence in putting this matter to the 
Cabinet without proper previous consultetion with the Treasury. 
They are now being much more co-operative, anf I have their 
definite agreement that the Treasury will be represented at further 
discussions with the Americans which are contemplated within the 
next week or two, ‘The Foreign Office now inten to put in a 
Purther paper shortly - not, in view of the election, to ask yet 


for any Cabinet decision, but to bring Ministers up-to-date on 


various new developments, with which the Poreign Office are now 


keeping the Treasury fully in touch. The foreign Office themselves 
have nuggested thet this further paper should be prepared in full 
consultetion with us, and they are likely to agree to inclusion in 

4t both of a clearer explanation of the tentative nature of the 
@iscussions with the tmericans, and of a full statement of the implied 
financial difficulties and dangers of the propossls. 


In view of this changed attitude, I think it would be 
very difficult for the Chaneellor to insist on putting in 
a peper of his own at this stage, ot least until we have tried 
to shape the next Yoreign Office paper as we should like to 
see it. We should, of course, reserve the right to put 
in a separate paper if the Foreign Office will not include 
what we want in their om. Meanwhile, we are getting om 
with drafting a piece about the financial implications, for 
inclusion in the Foreign Office paper if they agree, or 
failing that to forma basis of a separate paper by the 
Chancellor to go in simultaneously, 


May I have your aporoval to these tactics? 


16th April, 1955 
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PALESTINE SETTLEMENT 


MEETING HELD IN THE FOREIGN orion aN 
WEDNESDAY Y, APRIL Oi ao! 1955 @ at 11 ER ain, 


United Kingdom 


Mr. Shuckburgh Mr. Russell 
Mr. Rose Mr. Wilso: 
Mr. Drake Mr. Mal 

Mr. Potter 

Colonel Russell—Edmonds 

Mr, Lambert 

Mr. Simpson 

Kir. Arthur 


FINANCIAL QUESTIONS — ASSESSIENT FINANCING AND 
DISTRIBUTION OF COMPENSATIC 


Mr. Shuckburgh thaniced the representatives of Her 
Majesty's Treasury for attending the meeting and invited 
them to fhaice a statement. 


2. Mr. Drake said that the Treasury recornised the 
importance of attemptine to achieve a se+tlement of the 
Palestine affair and did not wish to cast doubts on the need 
for Her Majesty's Government and the United States Government 
to work out and be prepared to contribute to such a settlement. 
There were, however, a number of points in which they were 
closely involved and on which they thought further discussion 
was necessary, namely:- 


(a) The Arab States would try to make us pay as 
heavily as possible for their cooperation, and 
it was important to know what was the total amount 
of money likely to be involved. fe realised 
that we could not say tmch more about this at the 
present stage, but it was a point which nust be 
carefully watched. 


The Treasury's main interest was the amount of 

compensation to be paid to the Arab refugees, to 
which Her tejesty's Government would be expected 
to contribute: what were the chances of holding 


this to £100 million? 


The distribution of the compens sation would risk 
causing serious inflation in some Arab countries, 
nota ably Jordan: we should discuss means of 
minimising this risk, 


It was proposed that Israel and world Jewry should 
contribute 30% of the total coumensation to be 
paid, that is to say £30 million. He wondered 
whether this was possible: and if it was not,at 
what point should we know that there would be a 
deficit and where would the balance come from, 
In this connexion it had been proposed that the 
Israel Government should be allowed to sell bonds 
in the United Kingdom and Commonwealth countries, 
They had not been allowed to do so in the past, 
put 


put the position was under review in the light 

of the present proposals for a gencral settlement. 
fn office for the sale of these bonds had, in 
fact, been opened in Dublin, and there was 
nothing to stop citizens of the United Kincdom 
and certain Commonwealth countries (eo 

South Africa) from subscribins. If the ssle 

of bonds were allowed in the United Kiuedom, it 
was difficult to judce how fa itish Jews 
would in fact subseribe: we had ne cperience to 
mo Dy. 


It was difficult to see how the conmensation 

was to be assessed and distributed. 

Palestine Conciliation Commission were now 
engaged in assessing the value of ab: indoned Ara 
property, lot by lot, but the opsratio 1 would 

take a long time. te we fal for ae to be 
speeded up, we should get a basis Tor distribution 

- and we could not Se compensation 

without such a basis - but on the other hand we 
should probably Pind that the total assessment the 

P,C.G. made would exceed £100 million. He 

wondered how it was proposed to eseape from this 

dilemma, 


It was proposed that U.N.R.W.A. machinery should 
be used for the assessment and distribution of the 
commensstion, If this were done, U.N, RW. 
would need to continue in existence for longer 
than five years, which was its present lease of 
life; and we should have to assure oursclves 
that the other contributors would agree to 
further extension of the Agency’ Ss Lite, 

would also be extra work for U.Ne Rae A 3 

the Treasury would like to know what this would 
involve in terms of extra cost end machinery. 


Ss Nir, Shuckburzh explained that we should not try to 
justifythe fisure of £100 million by reference to any specific 
list of claims: we should hope to arrive at it at the end of a 
eee of bargaining, and it would represent a general 

tlement of all claims by both sides efter full consideration 
oe various: counter claims. 


2 


of 


- lr, Russell added that we should sey that the various 

aims of both sides had becn considered and disposed of, that 
the result of £100 million roughly represented what Isracl could 
pay as the total value of immovable property abandoned by the 
Arab refugees, and that, since there was no more money avail- 
able, the “Arabs would have to take that sum or nothing. At 
the cost of deferring the date of distribution, the P.0.C. 
should probably not be asked to accelerate their listing of 
Arab propertics until after negotietion of the £100 million; 
they would then assess the value of each plot so that the 
total reached £100 million. 


5. On the question of the risk of infla tion, Ur. Potter 
outlined the proposals for the distribution OF: “compens=tion to 
the refugees and enquired whether, in view of paragraph 9 of 
Appendix 2 to the paper setting out the omits: of agreement 
reached in the London discus sions during March, he was to 
understand that the United States representatives had 
objections 


W etions to the proposal made by the London Working Party 
on Refugees, that individual entitlements of more than 
£2,000 should be invested in some kind of development bank, 


6. Mr. Russell said that the United States revresentatives 
had been fully conscious of the need to prevent inflation 
and to ensure that the bulk of the compensation should be 
invested in projects which would assist the refugees generally, 
They had, however, not been convinced that the proposals for 
a development bank were practicable or that the opportunities 
for investment in the area were sufficient to justify the 
establishment of such an institution. He felt strongly, 
however, that it was desirable to the greatest extent 
possible to ensure that the payments under the compensation 
scheme were invested in the area and that they were made in 
such a way as to prevent scrious inflation, 


fe Mr. Potter explained that purely from the point of 

view of preventing inflation the transfer of capital from 

the area was not objectionable, If it was spent in the area 
at all, it was bound to have some inflationary effect. This 
would not, however, be unhcalthy if the money was properly 
invested, He suggested that we ought soon to- consult our 
financial experts in the Middle East - Mr. Dale and lMr.Benski 
of the United States and Mr, Milner of the United Kingdom 


8. It was agreed that the advice of these representatives 
should be sought on the prevention of inflation end on other 
problems in Gonnexion with the payment of compensation to the 
4rab refugees, The Treasury representatives undertook to 
draft a letter, which would be cleared with Mr. Russell, 
setting out the considerations involved without giving any hint 
that a general settlement cf the Palestine affair wes under 
active discussion, The letter would be sent to the represent- 
atives named above, and also to lir, Crawford of the British 
Middle East Office, who would be asked to seek informally the 
views of the Director General of U.N.R.W.A. 


9. On the question of the contribution of Israel and 
world Jewry to the total amount of compensation, it was agreed 
that we should require an unconditional undertaking by the Israel 
Governinent to raise £30 million. How they did so would be 
1st to them; but we should) hayve—to—infoumthem—et—sne—seme—time 
b—th =a raise funds by the sale of bonds 
in the United Kingdom and, subject to the agreement of the 
Commonwealth Governments where necessary, from Jews in the 
Commonwealth countries. The Treasury representatives __ 
explained that it woul 55 8 
Governnent to_raise—a—teoan—on—theLondon—market:—in—any—ease- 
subscribed, The Treasury would,—however,—cxamine—the <é Rem 
possibility of allowing exemption from income tax on gifts Fe +2 
made by British Jews to help Israel pay the compensation, 


410. it_was agreed that we should, at a suitable time, raise 
with the Iraqis the question of frozen Jewish assets in Iraq. 
In negotiation with the Israclis we should attempt to include 
these assets in the counter-claims thet would be cancelled 
before the figure of £100 million was reached. The figure of 
£100 million which Israel would be required to pay would not 
then be abated, and we should try to prevail on the Iraqi 
Government to use the frozen Jewish assets for the rescttlement 
of refugees in Iraq, If during the course of negotiations 

we were forcecd to abate the £100 million by the amount of the 
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assets in question, the Iraq Government should be asked to 
pey the assets, along with the money made available by 
Israel, into the fund for the payment of compensation to the 
refugees. In either case the Israel Government having 
agreed to pay a certain Pipure in general settlement after 
consideration of all counter claims, would heve to meet any 
claims made by Isracli citizens for the loss of their 
property in Iraq, 


TOP SECRET 


PALESTINE SETTLEMEN 


MEETING HELD IN THE 
WEDNESDAY APRIL 2 


United Kingdom United States 


Mr. Shuckburgh Mr, Russell 
Mr, Rose Mr. Wilson 
HM, ieee Russell-Edmonds Mr. Mak 
Treasury (Mr. Lambert 
Mr, Simoson 
Mr. Arthur 


FINANCIAL QUESTIONS — ASSESSIENT, FINANCING 
AND DISTRIBUTION OF CONTRIBUTION 


The Meeting resumed the morning's discussion of Israel's 
ability to raise £30 million and particularly to service the 
£90 million which she was expected to borrow, 


2. The Treasury pointed out that Israel might protest her 
complete inability to undertake these commitments: not only 
because of the budgetary problem, but particularly because of 
her lack of foreign exchange, Over a recent six monthly period 
only one quarter of her foreipn exchange had come from exports. 
Considerably more than one quarter had come from German 
reparations which would end in 196. Moreover, receipts of 
foreign exchange from the sale of bonds were likely to fall off. 
The London Working Party had thought in terms of nearly £5 
million a year servicing charges, but it appeared that even if 
the amount borrowed was less than then contemplated and even if 
the terms were less onerous, Israel's ability to service loans 
of £90 million was most doubtful. Similarly Israel might 
decline to pay the expected £10 million from her own reserves, 
which in any case are not large, 


3s Mr. Russell recalled that the object of the Western 
Powers was to help the Arab refugees by means of these loans to 
Isracl,. The abatement of our interest rates should not there- 
tore. be excluded. We should hope to receive advice from the 
field in due course whenquestions of this kind could be broached. 


he It was agreed that we should first put our »sroposed terms 
for an interest bearing loan to the Israelis, offering them 

the longest possible amortisation of our loans. We should 

be prepared to consider in the course of negotiation: abating 
the interest on the two Governments’ loans; grenting Israel 
priority in raising and servicing the £30 million from Jewish 
sources over the servicing of the £70 million from the United 
States and the United Kingdom; and possibly giving informal 
assurances that in due course the payment of the interest and 
even repayment of the capital of the £70 million might be 
waived, The Treasury express grave doubts about these con- 
cessions and reserved their position on them: to mention them 
even informally must prejudice any chance of recovering the 
loan, We should also consider, when advice from the ficld 
eould be sought, whether it would be feasible for Israel to pay 
part of the compensation in kind (e.g. in the form of 
agricultural machinery) instead of in foreign exchange; /although 


although the commercial interests of other parties could 
not be isnored, 


5. The Treasury then inquired whether, assuming that an 
agreed figure of £100 million compensation resulted from the 
proposed washout", the washed-out claimants would receive 

a share of the £100 million: if not, how would the discharge 
of these washed-out claims be obtained, Ths Meeting felt 
that the inclusion of washcd-out claims in a share of the 

£100 million was probably undesirable. It would be extremely 
difficult to list all the conceivable claims which might 

have been washed-out and still more difficult to assess them, 
an relation to claims for immovable property by individuals, 
The best course seemed to be to lead the Arab Governments to 
ignore, and to accept public responsibility for ignoring, 
claims from municipalities (ineluding the only one functioning, 
in Jcrusalem); from individuals for rents due in 198-55; from 
individuals who might have lost ascertainable tenants' rights, 
movable property, etc: and all other claims except those for 
loss of immovable property by individuals or groups of 
individuals. 


6, Mr, Shuckburgh said that it was desirable to try to 
formulate the discharge to be obtained from the various govern- 
ments, defining the categories of claims which they would 
refrain from supporting, We should bear in mird that none 

of the refugees except those in Jordan were citizens of the 
"host" countrics. It would be necessary also to cover the 
position of agencies (e.g. banks) which might hold Arab 
property in Israel and which might be open to claims through 
their branches in Arab countrics. 


Te The Meeting then considered what increase in U.N.W.R.A. 
would be necessary during the distribution of compensation, 
4ssuming that the distribution was to be made to individuals 
and no acceptable alternative had yet been found) a con- 
siderable increase of U.N.W.R.A's staff would be necessary for 
the purpose of cxhibiting list of property identified by the 
P.C.C. and of receiving claims and counter-claims. It was not 
possible to assess the increased expenditure by U.N.W.R.A, but 
it would be heavy and only partly offset by the ration—cuts 
which would result if some of the refugees could be employed on 
this task, The worst side of the problem would be to provide 
staff capable of deciding the issucs raised in each case. 
Staff with legal or quasi-legal experience would be needed and 
they would somehow have to be covered by an authority to take 
arbitrary decisions. Perhaps the solution might be for this 
work of arbitration to be done by travelling assessors from the 
United Nations agency which was expected to take over the 
P.C.C,'s task of identifying and assessing the properties. In 
that cease the United Nations General Assembly might be the 
source of the authorit- (albcit a political rather than a legal 
one) for arbitrating in the many cases which were likely to be 
disputed, 


8. The Meeting discussed next the commitment of the P.C.C, 
(in paragraph 5 of its 1954 Progress Report) to issue a separate 
report on its work related to compensation, The United 
Kingdom Delegetion in New York had inquired, after discussion 
with the United States Delegation, whether we wished to 
influence the P,C.C. in its present indccision between preparing 
oa historical résumé of the problem and an analysis of the 
question involving recommendations as to possible solutions, 


Oe 


9. It was apreed to instruct the Unitca Kingdom 
Delegation, in consultation with the United States 
Delegation, to work for the former trpe of report, and in 
particular to dissuade the P.C.C, from bruiting new 
estimates of the compensation required which would shake 
confidence in the 1951 estimate of £100 million. 


10, Brief consideration was given to a very tentative 
estimate of the incidence of payments of compensation, 

Assuming that Years 1 and 2 were teken up by the P.C.Cc.'s 
listing of properties and assessing their value in relation 

to the £100 million; and also that one could safely guess the 
distribution of properties on the basis of the P.C.C.'s 

1951 investigations; it might be that the selected Agency would 
distribute:- 


£10 million in Year 3 made up of £2 million 
for claimants to under £100 
and £8 million (the value of 
common land) to be distributed 
among those claimants and among 
refugees with no claim at all. 


£10 million a year in Years 4-9 inclusive, i.e. 
some £60 million made up of about 
£40 million for claimants to 
between £100 and £2000, and about 
£20 million being advances of 
£2000 each to claimants to more 
than £2000, 


There remained the question whether the balance of about 
£30 million, due to claimants to more than £2000, should or 
could be held up until Years 9 and 10; or whether it should 
preferably be made available at an early stage for gradual 
investment e.g, through the proposed refugees’ development 
bank, 


11. It was agreed that the problems raised in paragraphs 
5,6 and 10 above should be tackled in the Jight of the advice 
which was to be sought from the United States and United 
Kingdom Treasury representatives in the field, 


Arab-Israeli Settlement 


I attended a f her meeting this afertnnon 
and spoke at some neth on the difficulties of 
Israel servicing a lo of the masnitude under 
consideration. I think that it was just as well 
that I did, because everyone is busy with the 
provision of the money and its distribution, and 
too little thought has been given to the fact 
that it is intended to be a loan, serviceable and 
repayable. If it goes forward, Ministers will 
have to be told with some emphasis that the 
prospects of recovery are vretty thin; but TI 
also said that I am sure that the Israelis are 
not thinking in terms of £100m., and would 
certainly say that they cannot afford the burden 
of service on their receiots of foreign exchange 


Co(Russell Edmunds andf/will compose a draft 


on avoiding inflationary effects. 
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SIR HERBERT BRITTAIN 
vy, 


Plan for Arab/Israel Settlement 


Mr. Potter's minute of 19th April. 

ie ai mentioned this to the Governor to-day. 
The Governor was aware of the general problem, and he 
said Mr. Playfair had mentioned to him the Foreign 
Office suggestion of a £15 million Israeli loan on the 
London market. He had merely said that this could 
only be regarded as a joke. 

2. I asked the Governor to consider on 


the narrowest basis within the Bank the proposition 


x 
1195 Lee about Israel selling bonds in the U.K. market and 


La, 20> 4 the general implications of this both technically 
me ee ae MA, and from the point of view of Commonwealth access 
Nidena ,; 4 “ to the London market. He has promised to do so and 
tk bet, will let me have his comments, together with his 
Sinel v 24>4 comments on the point referred to in paragraph 10 


b  P f- As of Mr. Potter's minute. 


Cor 7 - ) 
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27th April, 1955. 
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E.R. Top Secret 


Plan for Arab/Israel settlement: Israel bonds 


Note for record 


Mr. Armstrong had a sight of the papers recording the 
recent discussion in the Bank of England of the aspect of the 


plan which concerns the sale of Israel bonds in the U.K. market. 


2. Mr. O'Brien's comments were 
(i) that it was not sensible to talk of the sale of 
Israel bonds in the U.K. as if it were outside the ordinary 
run of borrowing; it was unlikely that Israel sympathisers 
in this country would subscribe for the bonds merely 
out of sympathy and without the attraction of a high 
interest rate: 
(ii) that if we allowed the sale of the Israel bonds, we 
should find our decision difficult to explain to our 
Norwegian friends and we should be in deep water with the 
Commonwealth countries; 
(iii) that rather than allow the sale of the Israel bonds 
we should make a Government loan to Israel. 
The Governor agreed with these comments, and made the further 
point: what if the Israelis failed to raise the sum required 


from the sale of their bonds? 


Y 


(A. K. POTTER) 


2nd May 1 


On financial implications, the Treasury have joined with the 
Foreign Office in the further discussion which have taken place with the 
Americans at the Cfficial level. From the meetings attended by the 


Treasury, the following points emerged, 


1. The Arab States would try to make us pay as heavily as 
possible for their cooperation. Just what total amount of 
money this would be likely to involve could not be seen 
at this stage, but this was a point which must be carefully 
watched. 


The proposed figure of £100 million is considered to be the 
minimum compensation which would make for a settlement with 
the Arsb countries. The chances of holding to this figure 


need to be carefully assessed. 


The distribution of the compensation would run the risk of esus ing 
serious inflation in some Arab comtries, notably Jorden: it 


Will be necessary to examine means of minimising this risk, 


Whether it is possible for Isracl and world Jewry to contribute 
30% of the total compensation to be paid: if not, at what 
point should we know that there would be a deficit and where would 


the balance come from 


The essessment and distribution of the compensation presents 


difficulties and needs to be carefully considered, 


U.N.R.eWeAe would need to continue in existence for longer than five 
years (no present lease of life) and it is necessary to ensure 
that other contributors would agree to a further extension of the 


Ageney's life, 


With the agreement of the Americans, the views of the Treasury 
Representative in the Middle East, the Head of the Development 
Division of the British Micdle East office and of Mrs Dale and 
Mr. Benski, U.S. Representative in the Middle Bast will be 


obtained on 344 Sabwe to eneble further consideration 


to be given to these problems, 
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SIR ALEXANDER JOHNSTON 


PALESTINE SETTLEMENT 


Z attach a piece I have drafted for inclusion in a further Foreign 
Office paper for the Cabinet to be put in tomorrow. I have sent the 
top copy to 0.!., whd seek your approval to trying it out on the Foreign 
Office, subject to any comments that 0.F. may have. It will be necessary 
to send it to the Foreign Office as soon as possible tomorrow morning. 

You will wish to see the Minutes of the Meeting I held with the 
Foreign Office on 14th April, and the agreed minute of a meeting Mr. Potter 
and I attended with the Americans on 27th April (both flagged on the file), 

I have not thought it necessary in the draft to discuss in 
detail the possible solutions to the points raised; the objective at 
present is tobring their existence to the notice of the Cabinet. 


c.c. ir. Drake 
Mr, Shillito 


Plen for Arab/Isree] settlement 
Plesse see paragraph 2 of my minute Gated 19th April. 


2. The Foreign Office have at length finally decided to 
follow up their paper 0(55)96 dated 5th April with » further 
paper, not asking yet for any Cabinet decision but bringing 
the Cabinet up to date on certsin new developments, 


3. In the meantime we have had Giscussions with the Foreign 
Office and, in conjunction with the Foreign Office, with the 
Americans, Notes of these ciseussions, which took place 

on 14th April and in the morning snd afternoon of 

27th April, are plseced below. 


4. In the meantime also the question of allowing the ssle 

or Israel Government bonds in thie country has been discussed 
between Sir Leslie Rowan and Sir Herbert Srittain and by 

Sir Leslie Rowan with the Governor of the Bank of Bngland 

(gee the minutes by Sir L.i. and Sir H.B, dated 27th-29th April 
and ef, my note deted 2nd Mey). The Benk of England have 


Strong objections. 


5. Wr. Drake hes Grafted ond submitted to Sir Alexander 
Johnston &@ piece incorpersting the Treasury views for inclusion 
in the Foreign Office paper. He has asked for our comments on 
this draft. It is being arranged with the Poreign Office thet 
the Chancellor shail heve an opportunity of seeing and 
commenting on the proposed Foreign Office paper, before it 


finally goes in. 
/6,. I would 


& 
6. I woulé like to suggest the following slight amendments 


to Mr. Drake's draft. 
I. In second paragraph, delete second and third sentences 
and substitute - 
"These points, which have sinee the @ate of the previous 
Cabinet paper been the subject of detsiled discussion 
between the Poreign Office and the Treasury and aubsequently 
with the Americans, are set out below.” 

Ii, For points 2, 5, 4 and 5 (first sentence) substitute - 
"2. It is the intention that at least £30 million should 
be provided by the Israeli Government, either from their 
own resources or by themselves raising the money elsewhere. 
Of the balence of £70 million it has been suggested that 
£50 million should be made available to Israel by gift or 
loan from the U.S. Government, £15 million by loan from 
H.M. Government, and perhaps £5 million by gift or loan 
from the French and other Governments, The question of a 
U.K. loan of the amount suggested will have to be considered 
from the pointe of view of the Budget, the belance of 
payments and our existing policy as regerds secess by 
foreign Governments to borrowing in this comtry. In any 
case it is importent that we should not, in addition to 
promising a contribution towards the balance of £70 million, 
get ourselves into the position of in any way underwriting 
the gum to be provided by the Israeli Government. Our offer, 
if made, must be presented in such a way that we end the 
Americens are in effect contributing e maximum of 
£65 million, the bslance to be found by the Ieraeli 
Government as best they can. 

3. It would be impossible for the Ieracli Government 
Successfully to float a loan on the London market. It has 
been suggested that we might be able to modify our 
existing policy ss regards secess by foreign Governments 
/to 


LU 


to borrowing in this country, to the extent of allowing 
the sale of Israel Government bonds here, However the 
question of such sele presents serious difficultics. 

4. There woulé be grave danger of serious inflation in 
the Areb countries concerned if a sum of the size of 
£100 million were disbursed there in uncontrolied fashion, 
even over ® period. Possible ways of controlling the 
disbursement are being examined in consultation with the 
Americana, The Arab Governments concerned will have to 
be brought into consultetion in due course, 

5. The eseessment of the individus) amounts of 
compensation in such @ way ...." 


III, For lest paragraph, substitute ~- 
"All these points require and are reeeiving further 
urgent examination. Svery effort will be made to devise 
satisfactory solutions of them before s decision in 
principle has to be taken whether to go ahead with the 
proposed settlement. However I ferl that my colleagues 
should be aware that there ave bound to remain financial 
and other uncertainties about the scheme which can only 
be cleared up finslly efter the decicion in principle has 
been taken and in the course of negotiations with Israel 
and the Arab countries." 


7. It is clear that « great desl of further thought and 
examination will have to be given urgently to the financial 
points. As regards points ond 5 SF the question of the 
ability of ‘the Israel Government to service the loens they will 
be taking, it has been agreed that the next step should be to 
consult our Treasury Representative in the Middle Rast and 

the two American Treasury Representatives there. 


/8. Tf 


8. I have flegged these papers immediste in view of the 


time factor. 


(A. K, POTTE 


3rd ipy 19 


Ws Lables 
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TOP SECRET 3rd May, 1955 


Dear Arthur, 


We should be very glad if you could make . 
some alterations to the Minutes of the Meeting on the 
morning of 27th April on the Palestine Settlement. 


They are all in paragraph 9, and are as follows:- 


Second sentence to read: “How they did so would be left 
to thems; but we shoud inform them, if it were 
decided to allow this, that they could” raise funds 
Ctce 


Third sentence to read: "The Treasury representatives 
/ @xplained that it would be impossible for the 
Israel Government to float a loan on the London 
/ market." 


Fourth sentence to read: “The Treasury would see if 
there was any" possibility of allowing etc. 


I hope that you will be able to make the changes 
Andicated above. 


Yours sincerely, 


Geoffrey Arthur Esq. He S.Lambert 
Foreign Office. 


My colleagues will no doubt wish to know as much as possible 
of the finaneial implications and practices] difficulties of settle- 
ment on the proposed basis, In the first place, it is clear that 
our very desire to bring sbout a settlement will plece a powerful 
weapon in the hands of the Arab countries which they wili no doubt 
seek to use to extract from ourselves and from the U.S. Government 
the maximum possible financial sssistance in other directions. As 
far as the U.K. is concerned, this is particulerly true of Jordan, 
to which we are already givin: assistance for the Arab Legion and 


negotiations. 

In the second place, e number of financial points arise in 
gonnection with the proposed compensation to be paid by Ierael to 
Aveb refugees. ‘These points, which heve sinee the date of the 
previous Cabinet paper been the subject of detailed discussion 
between the Foreign Office and the Treasury end subsequentiy with 
the Americans, are set out below, 

4e The total figure of £100 million hes in iteeif no very 

firm basis and it is impossible to say at this stage that 

it will in fact be acceptable to both parties. The Arabs 
will naturally wont more, but we can ely on the Israelis to 
demand that the amount should be less. it is the firm 
intention of both parties to the present Anglo-Ameriem 
Giseuscions that £100 million should be the maximm, but 


great skill in negotiation will be required to hold the 
emount to that figure. 


2. It 40 the intention that at least £30 millicn should 
be provided by the Isracli Government, either from their 
own resources or by themselves raising the money elsewhere. 


/of the 


Of the balence of £70 million it has been suggested that 
£50 million should be made available to Israel by gift or 
loan from the U.8. Government, £15 million by loan from 

H.W. Government, and perhaps £5 million by gift or loan 
from the Prench andé other Governments. The question of a 
U.K. loan of the amount suggested has yet to be decideds tut 


Americens are in effect sontributing e maximum of £65 million, 
the balanee to be found by the Israeli Government as best they 
cane 

3e It would be impossible for the Israeli Government 


policy as regerds aecess by foreign “overnments to borrowing 
in this country, to the extent of allowing the sale of Israel 
Government bonds here. However the question of such sale 

presents serious difficulties. 

he There would be grave danger of serious inflation in the 
Apvab countries concerned if a aum of the size of £100 million 
were disbursed there in uncontrolled fashion, even over a 

period. The distribution of large numbers of relatively 


controlling the disbursement are being examined in consulta- 
tion with the Americans, ‘The Areb Governments converned will | 
have to be brought into consultetion in due course. 

2 /Se The 


5e The assesament of the individsel emounts of compensation 
in euch @ way as broadly to satisfy the claimente and lead to 
an effective lessenins of tension in the area, are matters of 
extreme difficulty. Possible methods are under examination but 
4t is clear that we met firmly insist om the Arab Governments 
taking full responsibility for the results of whatever system 
is eventually decided upon, end for mecting the compleints of 
the individual claimants who feel themeclvee agurieved. 
6. Apert from the claims of individual refugecs to lost 
property there are a number of inter-governments] and inter- 
municipal cleims which will no doubt be put forward on both 
sides during the course of negotiations. It is the intenticn 
that these should be regarded as cancelling each other out, 
but no doubt there will be hard bargaining which might, unless 
we ere very careful, alter the whole picture considerably. 
7e  UeN..W,Ae Will have a large part to play in distrituting 
the compensation end seeing that it is used to the best 
edventage in resettling the refugees. This will meen thet the 
orgsnisation will have to continue to exist for at least ten 
years, whereas ite present agrecd lease of life is for smother 
five years. We mat be sure thet the other countries 
eontributing to U.N.R.W.A. will be prepared to continue their 
support of it after five years and for as long es necessary. 
The question of the cost to U.N.R.W.A. of the functions it 
will undertake in connection with the comensation sleo requires 
further examination. | . 
All these pointe require end are receiving further urgent 
examination. very effort will be made to devise ‘satisfactory 
solutions of them before « decision in principle hes to be taken 
whether to go ahead with the proposed settlement, However I feel 
that my colleagues should be aware that there are bound to remain 
finaneial end other uncertainties about the scheme which can only 
be cleared up finslly after the decieion in principle has been 
teken en@ in the course of negotiations with Isreel and the Arab 


countries. 3 


FOREIGN OFFICE, S.W.1. 


TOP SECRET May 4th 1955. 
URGENT 


My dear Johnston, 


Your people have been kind enough to let me 
see @ draft of the passage which you surgest should 
be inserted in the Secretary of State's Cabinet 
paper on Alpha. They have explained that the text 
has been seen by the Chancellor and that if we do 
not wish it to go in our paper, an alternative 
would be for the Chancellor to make it into a 
separate one over his own initials. 


I have an open mind on this point, though I 
would have thought it more convenient for 
Ministers to have one paper only. I have, however, 
some comments on your text, on which I think we 
should certainly wish to insist if it were to form 
part of our paper. These are as follows:- 


(a) The first paragraph seems to be unnecessary 


(bo) The last sentence of paragraph 2 seems to 
limit unnecessarily the amount the 
Americans might contribute. Would it do 
if the sentence read "Our offer should 
be presented in such a way that we are 
not committed to contribute more than 
15 million pounds: the balances, after 
taking account of the Americen and other 
contributions, to be found by the 
Israeli Government as best they can", 


(c) In paragraph 7, I suggest that the third 
sentence be rewritten as follows. "We 


Sir Alexander Johnston, K.B.E., C.B., /know 
H.M. Treasury, 


know from the fact of American 
participation in the proposals for a 
settlement that the U.S. Government, 

who contribute some 70% of UNWRA funds, 
would be prepared to continue their 
support of UNWRA for the required period; 
and we are confident that the other 
contributors would be disposed to do so 
in the context of a general settlement." 
I suggest this wording because I do not 
see how we can possibly make sure in 
advance what the other countries will do. 


Finally, and this is really the most 

. substantial point, I am very unhappy 
about leaving the paper in such © form 
that it could be said subsequently that 
we had no authority for continuing 
@iscussions during the next few weeks, 
knowing @8 we do that if successful they 
will lead to a financial commitment. The 
phrase “before a decision in principle 
has to be taken whether to go ahead with 
the proposed settlement" in the last 
paragraph of your draft suggests in fact 
that by allowing discussions to continue 
we should be exceeding our authority. 
In fact, as you know, the discussions 
have already begun and will be continuing 
with Nasser throughout May. I therefore 
suggest that the last paragraph should 
read as attached. 


I shall of course be glad to discuss. 


Yours ever, 


SGD, EVELYN SHUCKBURGH 


TOP SECRET 


All these points require and are receiving 
further urgent examination. Every effort will 
be made to devise satisfactory solutions on 
them before any final commitments are made. In 
the meantime, however, I trust that I have the 
Support of my colleagues in allowing the 
discussions with Egypt to proceed, knowing that 
if they are successful we shall be virtually 
committed to seeking a settlement which would 
involve the following financial comnitments:- 


(a) a loan to Israel of the order of 
15 million pounds: 


(b) facilities for the sale of Israel 
Government bonds in the United 
Kingdom, 


At the same time I feel that my colleagues should 
be aware that there are bound to remain 
financial and other uncertainties about the 
scheme which can only be cleared up finally in 
the course of negotiations with Israel and the 
Arab States. 


TOP SECREP 


SIR ALEXANDER JGHNSTON 
Copy to Mre AsKe Potten 


PROPOSED PALESTINE SETTLEMENT 


Colonel Nasser was first sounded about his reactions to a settlement 
of the Palestine question some time ago - first by the Foreign Secretary 
on his way to his Par Eastern tour, ani later at the beginning of April 
by the British and U.S. Ambassadors. On the latter occasion his reaction 
was not entirely unfavourable (although he wanted cession to Egypt of 
the whole of the Negev) but he said he would Like to talk the matter over 
further after his return from the Afro-AsimConference at Bendoenge He 
returned from Bendoeng three or four days ago and we were aware that the 
British and American Ambassadors would be approaching him azaine 
Q, We were not aware, however, that anything at all definite would be 
said to Colonel Nasser at this stage about the lines of a proposed settlement. 
It appears that Mre Dulles is personally insisting that the whole matter 
should be proceeded with immediately. It has been explained to him, the 
Foreign Office say, that owing to the Slection it is not possible at present 
to get Cabinet approval to United Kingdom participation in the plan on the 
lines proposed. Nevertheless he still insists that discussions with 
Colonel Nasser should continue forthwith on a provisional basis. The American 
Ambassador has been instructed accordingly and it is essential that the 
British Ambassador should take part in the discussions, 


3. This we accepted, assuming that the discussions would be at this stage 


of a very general nature and without any commitment. We discovered 
yesterday, however, that the instructions sent to the Ambassadors were 
din, tame emit ees okeiidnk ll 4 eia thing ba dines hs Poansgh co¥Sid cok the 
Americans, at which the Treasury was not presente ‘These minutes go much 
too far in the direction of committing HelleG. to participation, ani even 
suggest that the Ambassadors can mention to Colonel Wasser the figure of 
£100 million which is contemplated in the plan for compensation of Arab 
refugees. Apart from anything else, the latter would of course be 


tactically disastrous, since it is essential that this figure should not 
be mentioned until a comparative lete stage in the negotiations both with 
the Arab countries and with Israel; the only hope of holding to it is to 
produce it, after agreement between those comtries has failed, as a firm 
"take it or leave it” compromise which we and the ‘Americans would backs 
Le The Poreign Office fully recognise these points and they today sent 
off the attached telegrams to the British Aubassador in Cairo, and to 
Washington to get the instructions of the American Ambassador similarly 
changed, We can only hope that the Americans wotl® agree to the change, 


ami that the revised instructions will not arrive in Cxim too lates 


S$” The action of the Yoreign Office in giving instructions to the British 


Ambassador which would allow him to commit HejieGe before Cabinet approval 
has been obtained to British participation and the plan is almost 
incredibles Apart from Cabinet approval, it is by no means certain yet that 
we shell be able to agree to various essential features of the plan, such as 
the sale of Israeli Bonds in the United Kingdom, which is very strongly 
opposed by the Governor of the Benk of England, The Foreign Office are 
undoubtedly in a difficult position because of American pressure for quick 
action, but surely it would be better for Anglo-American relations, even to 
have a row with the Americans on this point now, than to risk the possibility 
of having to withdraw from the plan altozether after we had given them the 
impression thet we should support it. 

You and Sir Herbert Brittain thought that these facts should be brought 
to the notice of the Chancellors 
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put 
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end U.ah. 


kth May, 1955 


I am becoming increasingly concerned with the way in 
which the approach to a possible Palestine settlement is 
developing. ‘The proposals are of a very far reaching. . 
nature, and cover questions of policy, and serious financial 
implications for this country, on which Cabinet decision 
seems to me essential. We have recently had to carry on 
our Balance of Payments very heavy sums for Government 
overseas expenditure. Even the Opposition drew attention 
to this in the Budget Debates. It will surely be very 
difficult to obtain Cabinet decisions on questions of such 
import before the General Election, and we cannot, I am 
equally sure, proceed without theme 4 


I now learn that instructions have been given to the. . 
UeKe and UseS. Ambassadors in Cairo to approach Colonel Nasser 
in a way which would involve revealing to him the main lines 
of the ° ich are under consideration. It seems to 
me tat hows ahs x assador may protest that [I.N.G. 
is uncomnitt t&ke, revelation of the proposals, 
even in outline, is in fact a comsitment. Thereafter, to 
withdraw would put us in an impossible position no less with 
the United States than with Colonel Nasser. This seems to 
be clearly borne out by the redraft just sent to us of the 
last of the Treasury paragraphs propesed for insertion in 
your new Cabinet paper. It is there explicitly admitted that 
to pe with the discussions in Cairo will virtually comait 
us two propositions, the first of which requires me to 


/find 


The Rte Home He Macmillan, MeP. 


find £15 millions over a period before I have any indication 
of the Cabinet's views on the plan as a whole, and the second 
of which raises great difficulties for the Treasury which 
have not yet been resolved 


‘I feel most strongly that we should insist with our 
American friends that further action in this matter should. be 
postponed for the present, both to enable the financial 
implications of the proposals to be more closely examined in 
consultation with UsS. and UsKse experts in the Middle Bast, and 
to enable the whole matter to be referred to the Cabinet: 
whem we are readye While I realise how awkward delay might 
be, I think that we should be more likely to reach a successful 
conclusion in'this waye 


RA. BUTLER © 


Copy to Mr. nee 


Palestine Settlement 


two further things remain tc be done inmediately:- 

To reply to lire Shuckburgh's letter, 

To move the Chancellor to put in his om Cabinet paper, since 
the Poreign Office do not agree with it. 


On 2, the existing paper wili nat need much alteration, except 
for an introduction tying it in with the previous Foreign Office papers 
I am afraid I cannot draft this as the papers are not with me at 
present. But I suggest that ea paper from the Chanvellor should go 
in immediately < today if possible so that it will yet to Ministers 

fore the House rises, 

I surgest that you might reply to Mr. Shuckburgh on the following 
Linas:e 


Seseervsseceercece 


DRA 

Would you please refer to your letter of 4th May about the 
proposals for a Palestine settloment. 

We can accept some of the points you make; but the first and the 
last ore I am afraid entirely at variance with our ideas. 6 consider 
it quite essential that when this matter comes before Ministers for 
decision, ay should be fuliy aware that it may m1ll lead to considerable 
pressure on this coumzy to give further assistance to Arab countries, 

particularly Jordan. I cennot understand how you can describe this 
point as unnecessary, since the financial implications might be very 
large indeed, It secms to me imperative thet Ministera should be 
put into the position of going into this with their eyea open, 


OA your last point, suggesting a redraft of the last paragraph 
of our Graft, you will have seen the letter from the Chancellor to the 
Poreign Secretary. We were, of course, aware that the question of a 
Palestine settlement had been mentioned to Colonel Nasser and that 
further discussions with him were to be uniertelmn. We vere, howver, 


extremely surpriged ani distressed to fini that instructions had been 


sent to the Aubassadors in a form which could only mean that the 


propésals you have been discussing with the Americans on o @ntative basis 
would be disclesed to Colonel Nasser. It is difficult to see how such a 
step is possible without full Cabinet authority for the scheme and 
this acplies to its political as well as to its financial imolications, 
as regards finance, we have not yet by any means cleared the question 
of sele of Israeli Bonds in the United Kingdom and the Commonwealth. 
As you know the Governor of the Bank of England, without admittedly 
knowing the full background, is at present violently opposed to such a 
step. We may hope that cventuslly we may be able to see our way towards 
taking ite But to assume now that this will be the case would be rash 
in the extrem, 

In these circumstances we see no alternative but to advise the 
Chancellor to put in the Treasury Graft as his own paper inmediately - 
modified to meet the other points in your letter which we fully accepts 


VE ORAN: 


E. 


R. 


MR. ARMSPRONG 


Plan for Arab/Israel settlement 


The duplicate set of papers which we maintain in O.F. 


about this subject are submitted herewith for Mr. Rickett to 


x 


see. (The original papers are in an I.F. file which is at 


present in urgent use on the I.F. side.) Siz FG 4/2390] 


2. Mr. Rickett will like to see especially - 


(a) 
(b) 
(c) 
(4) 


(e) 
(f) 


(g) 
(h) 


Cabinet paper (55)96 dated 6th April 

your minute dated 7th April 

my minute dated 19th April 

minutes by Sir Leslie Rowan and Sir Herbert Brittain 
dated 27th-29th April 

my note dated 2nd May 

statement of Treasury views, approved by the 
Chancellor, which was either to be incorporated in 

a further Cabinet paper put in by the Foreign Secretary 
or, if the Foreign Office demurred to this, to 

form the substance of a Cabinet paper put in by 

the Chancellor himself, 

Mr. Drake's minute dated hth May 

draft letter from Chancellor to Foreign Secretary 
(this letter actually went last night). 


) 


( 


¥ 
(A. K. POTTER) 


5th May 1955 
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MR. ARMSTRONG 
Plan for Arab/Israel settlement 


You will like to see these latest papers. 
I understand from Mr. Drake that Sir Alexander 
Johnston has decided that before submission to 
the Chancellor of a paper to be put in by 
him to Cabinet, we should wait and see what reply 
the Foreign Secretary makes to the Chancellor's 


letter of kth May. 
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6th May 1955 
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COPY 
TOP SECRET FOREIGN OFFICE, 
@ 8.0.2. 
May 6, 1955. 
Dear Rab, 


Thank you for your letter of May lh about the approach to the 


Palestine settlement. I understand your difficulty about taking on a 
financial commitment at this stage. I had hoped that we might get 
the Cabinet to give approval to the plan including the two elements 
of a possitle financial commitment, which were described in Sir 
Anthony Eden's Cabinet Paper of April 6. If however, you feel that 
this is not possible before the General ®lection, I shall have to 
accept your view. 

As regards the risk of any commitment beine undertaken by our 
Am»assador, I had thought this was covered by my telegram No. 996 of 
May 4 which I understand was cleared with your people. I suggest, in j 
view of what you say. thet we might further safeguard ourselves by 
sending a telegram to Washington on the lines of the attached draft, 
with the object of ensuring that neither their Ambassador nor: ours 
makes any reference to the financing of compensation until the later 
stage of consultation with the Israelis, which will not take place 
until after our elections. In this case, even if Nasser is prepared 
to go forward on the basis of our other proposals, we shall not even 
by implication have accepted any liability to help Israel pay 
compensation, 

I should like to gt the telegram off very urgently, since I am 
not sure how soon ir. Byroade may be renewing his discussions with the 
Egyptians. 

I have in the meantime instructed Sir Ralph Stevenson to consult 
me before saying anything at all himself. . 

I am sendine a copy of yonr letter and my reply to the Prime 
Minister, since it was he who initiated theattempt to find a settle- 


ment for Palestine and who made the first approach to Colonel Nasser. 


Yours, 


(Sgd.) Harold Macmillan. 


IMMEDIATE AND TOP SECRET 
To be repeated to Cairo. 

My telegram No. 996 to Cairo. 

Alphe. 

Please inform State Department urgently that my colleagues 
and I regret that we cannot make any further commitments 
in relation to an Alpha settlement before the United Kingdom 
General Election. I am, howev r, most reluctant to hold up 
discussions with Nasser and sugcest that they should proceed 
but only on the most broad and tentative lines. On the matter 
of compensation to be paid by Israel I suggest that the two 
Ambassadors should merely say that the Israelis have always 
recognised their obligation to pay compensation in the context 
of & general settlement; but that no indicationof the sum 
Israel could pay, of how she would raise that sum, could 
be given until after the presentation to Isra°l of such 
proposals as finally «merge. This, as the Stat e Department 
knows. will not be until after May 26, since the proposals 
cannot be Giseussed by the U.K. Cabinet till after the 
General “lection. 
a. I trust the U.S. Government will understand our difficulty 
over this and will agree to instruct Mr. 5yroade accordingly. 


I do not believe that this should seriously affect Nasser's 


attitude towards our approach since his interests seem to lie 


primarily in the territorial aspect of the plan. 


TOP SECRET 


7th May 1955. 


Thank you for your letter of 6th May about Palestine, 
and for the endeavour which you have made to meet the 
difficulties which I raised in my letter of hth May. 


My main doubt was whether the approach to the Egyptians 
should be carried any further before the Cabinet had discussed 
the plan and 411 its implications, financial and otherwise. 

I see, however, that you havesent copies of our correspondence 
to the Prime Minister and obvicusly I must leave this aspect 
of the matter for him to settle. 


If it is decided that discussions with the Egyptians 
should proceed, I should be glad if our financial position 
could be safeguarded (insofar as it can be safeguarded) along 
the lines which you suggest, thouch I have ventured to suggest 
a few amendnients in the draft telegram to Washington which 
you enclosed. For convenience I have had it re-typed anda 
attach a copy. 


I hope that you do not think that the Treasury have been 
making difficulties about all this at a late stage. We had 
not been consulted before instructions were issued (in the 
form of the minutes of a meeting on 26th April at which the 
Treasury were notrepresented) for necotiations over the whole 
field to te reopened in Cairo, and the additional instructions 
to Cairo which were agreed by the Treasury and sent as 
telegram 996 were rega ded by us as simply holding our position 
pending further consideration of the major issues. 


I amsending a copy of this letter and enclosure to the 
Prime Minister. 


The Kt. Hon. Harold Macmillan, 
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OIL DRILLING IN 
Mg ISRAEL : 
' PROMISING START 
_ From Our Own Correspondent 
TEL AVIV, May 11. 
ie gent for oil pied at the end 
of April near Kurnub, - ~ 
Negev, Israel’s southern ~ deser 
region, has already met with partial 
success. : 
. The area had been earmarked 
for drilling even before the estab- 
lishment of the State in 1948, Iraq 
Petroleum having built a road to 


the site several years earlier at a 
cost of over £100,000. 


Present operations are being car- 
ried’ out by. the Pan-Israel Oil 
Company and Israel-Mediterranean 
Petroleum Inc, The rig has already | ~ 
penetrated a “ significant petroleum | 
‘gas deposit at a depth of only: 
790 feet.” This is the first time 
that gas of this composition—an 
ethane-methane mixture reflecting 
va hydro-carbon origin—has been 
‘ound in Israel. . 
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1. SIR ALEXANDER JOHNSTON 
2 SIR HERBERT BRITTAIN 


PALESTINE SETTLEMENT 


The Foreign Secretary's letter of 11th May. 


The Foreign Secretary shows that he has still misunderstood the 
Chancellor's position, and I think some reference to this should be made in the 
Chancellor's reply. Nevertheless, on the assumption that the Prime Minister 
wishes the matter to go ahead and not be held up until after the General Election, 
I don't think we can insist on our first two amendments.to the Foreign Office 
draft telegram, The telegram ehoiula however make it clear, in view of the woe 
in which instructions were originally given to the Ambassadors, that nothing 
whatever may be said about financial offers, 

26 I suggest that the Chancellor should reply to the Foreign Secretary in 
the terms of the attached draft. The proposed amendment to the original draft 
Foreign Office telegram has been cleared with the Foreign Office at official 


level (Mire Shuckburgh). 


w 


1: 


TOP SECRET 
DRAFT LETTER FROM THE CHANCELLOR TO THE FOREIGN SECRETARY 


Thank you for your letter of 11th May about Palestine. 

I am quite clear about the nature of the present operation as 
described in your letter. But my fear is that once we are embarked 
on this course, we may find ourselves involved in cammitments, financial 
and otherwise, which are not at present apparent. or instance, 
additional inducements may well become necessary to persuade the Arab 
countries to come in; by the very fact that we are attempting to get a 
settlement, we put a strong weapon in their hands with which to force 
us to increase our financial assistance to theme I do not mean to say 
that for this reason we should abandon the whole attempt, since I fully 
realise the importance and the advantages to us of a settlement of the 
Palestine question. But I felt that these and other possible 
implications should be put fully before the Cabinet, 

However, I do not want to hold up despatch of your telegram to 
Washington, and on the assumption that the Prime Minister has decided 
that the whole matter cannot wait until it can be discussed by the 
Cabinet after the General Election, I don't want to press my first two 
amendmentse At the same time, I am still doubtful about the use of the 
words “on the basis proposed" in your original draft telegram. In 
effect the instructions to the Ambassadors took the form of a copy of 
the minutes of a meeting between British and United States officials held 
at the Foreign Office on the 26th April. Towards the end of the second 
paragraph of those minutes, three ways are listed in which United 
Kingdom and the United States Governments would be prepared to help: 
one of these was “to offer financial assistance to meet the commitments 
that a settlement would involve". I feel that it is necessary to avoid 
all mention of such an offer at this stage, and to make this clear I 
think that that part of the instructions should be specifically with- 
drawn, I suggest that this might be done by altering the first 


paragraph of your draft telegram as follows:- 


" seoe Suggest that they should proceed on the basis 
proposed except that:- 
(a) no reference should be made to any question 
of financial assistance by the United Kingdom 


under any settlement. 


(>) on the matter of compensation to be paid by 


Israel, the two Ambassadors should merely 


say eeces” 


I hopw that this amendment will be acceptable to youe 


12th M 195 


13th May, 19556 


- Thank you for your letter of iith Mey about Palestine. 


I am quite clear about the nature of the present operation 
as described in your letter. But my fear is that once we are 
embarked on this course, we may find ourselves involved in 
commitments, financial end otherwise, which are not at. t 
apparent. For instance, additional-inducements may we 
become necessary to persuade the Arab countries to come in; 


However, I do not want to hold up despatch of your telegram 
to Washington, end on the assumption that the Prime Minister 
has decided that the whole matter cannot wait until it can_be 
discussed by the Cabinet sfter the General Election, I don’t 
want to press my first two amendments. At the same time, I am 
still doubtful about the use of the words “on the basis w 
in your original draft telegram. In effect the instructions to 
the Anibassadors took the form of a copy of the minutes of a 
meeting between British and United 5 
Foreign Office on the 26th April. 

: of those minutes, three 

te 


is 
I 
feel that it is necessary to avoid all mention of such an offer 


fat this 


The Rte Hon. Harold Macmillan. 


at this stage, and to make this clear I think that that part 
of the instructions should be specifically withdrawn. Z 
suggest that “Wanna. ee 
of your draft telegram as follows:— 


"....suggest that they should proceed on the basis 
propésed except thats- 


(2) no reference should be made to question 
of financi 


al assistance by the United 
under any settlement. 


bd) on the matter of compensation to be paid by 
oe the two Ambessadors should merely say coco” 


I hepe that this amendment will be acceptable to you. 
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WASHINGTON TOP SECKST 


WASHINGTON 
May 12, 1955 


My telegran 996 to Cairo. 
CATRO Alpha. 

Please inform State Department urgently 
that uy colleagues and I regret that we cannot 
make any financial comsiteents in relation to an 
Alpha settlemest before the United Kingdom General 
Blection. I am, however, most reluctant to hold 
up discvesions with Wasser ang suggest that they 
should proceed on the basis proposed, except that 
(a) no reference should be made to any question 

of financial assistance by the United 

Kingdom under any settlement, and 

in the matter of compensation the two 

Aubessadors showld merely say that the 

Israelis have always recognined their 

obligation te pay @upensation in the 

context of a general settlonent; but thet 
no indication of the swa Israel could pay, 
or of how she would raise that sum, could 
be given until efter the presentation to 

Israel of such proposals es finally emerge. 

This, as the State Department mows, will 

not be until after Bay 26, since the 

proposals cannot be discussed by the U.x. 

Cabinet till efter the General Election. 


2. I trust the U.S. Government will 
understand our difficulty over this and will 
agree to instruct ir. Byroade eccordingly. it 
does not look from Caire telegram iic.609 


ot Way 107 as if this would seriously affect 


our prospects of making progress with Nasser, 
since the two Ambassadors in any case now 
recomend beginning with a more limited approach 
than was originally contemplated. 


Le J rake 
[Ys Lite, 


TOP SECRET 


Plan for Arab/Israel settlement 


The subject was discussed between Mr. Compton and 


Mr. O'Brien yesterday. Mr. Shillito and I were present, 


25 Mr. O'Brien was aware that the question of thesale of 
Israel Government bonds in the U.K. had been reopened, but he 
was not aware of the context in which it had been reopened. 
Indeed he had understood that further consideration was simply 
being given to the request of the Israelis to be allowed to 
sell Independence Bonds in this country, which had been 


turned downtowards the end of last year. 


3. Mr. Compton and Mr. Potter explained in general terms 
(a) the crucial importance of finding a settlement for the 
Arab/Israel feud and not allowing this sore to fester any 
longer and (b) the plan for a settlement which was being 
devised by the U.K. and U.S. Governments, It was expleined 
that an essential feature of the plan was the payment by 
Israel to the Arabs of an amount of compensation running into 
many millions. The receipt of this amount in the Arab 
countYies would itself present big problems if crave infla- 
tion was to be avoided. However the immediate point of the 
discussion was how Israel was to find the very large amount 
which they would have to pay. The U. S. Government would 


afford substantial help to Israel by way of loan and/or grant. 


It was suggested thatthe U.K. Government should help by way 


of a loan of £15 m. But it was essential, if the settlement 
plan was to have any prospect of success, that Israel should 
find, and be seen by the Arabs to find,a substantial 

(30% was proposed) 
proportion/of the amount of compensation out of her own 


/resources. 


resources. The only way in which she could conceivably do 
this would be by supplementing such budgetary contribution 

as she could make by funds raised through thesale of bonds to 
world Jewry. The Americans ha@é for some time now allowed 
Israel to sell her bonds in the U.S.A. and large sums hade 
been raised in this way. However they believed that the 
U.S.A. as a source of funds was drying up and they were 
pressing us now to permit the sale of bonds in the U.K. and 
thesterling Commonwealth. t+ was probably true to say that 
unless the U.K. Government allowed this, a real difficulty in 
the way of Anglo-American co-operation over the settlement 


plan would arise. 


ly. Mr, O'Brien said that for him this threw quite a 
different light on the problem. He fully appreciated the 
great importance of the settlement plan. He was not much 
concerned about the danger of disturbance to the market if 
Israel were allowed to séll her bonds in this country. He 
doubted if there would be much sale for them (certainly not 
more than £5 m.) unless they were offered on very attractive 


terms. (Speaking from memory Mr. Potter said that he thought 


Since confirmegthat the Israeli proposal of last year was for 15 year bonds 


carrying 4%). Mr. O'Brien was however still worried about 
the repercussions, if we allowed the sale of Israel bonds, on 
our relations with our Commonwealth and Scandinavian friends 
whose access to the London market was severely restricted. 

It was mentioned that the provisional view of the Treasury 
was that a decision to allow the sale of Israel bonds in this 
country, as an essential part of an Arab/Israel settlement 
plan, could be convincingly explained and justified to our 


Commonwealth and foreign friends. Mr. O'Brien appeared to 


/vbe 


be not so sure of this, although he agreed that the difficul- 
ties would be eased if the terms of the bonds were such that 
they were more akin to a charitable appeal than an ordinary 
market issue. In any case he was not at present in 4 position 


to express any view of the Bank in the matter. 


5 Mr. Compton explained that the Cabinet would almost 
certainly not + eke any decision on the settlement plan before 
the General Election. However in all probability the 
necessity of taking a decision would arise at an early stage 
in the life of the new government and the Chancellor would 
have to say urgently whether or not, as part of the plan, he 


was prepared to allow the sale of Israel bonds in the U.K. 


He would need the advice of the Governor on this point. 
el 
It was in order that the mttee should not be sprung on the 


Governor at the last moment that Mr. Compton had felt it 


desirable toexplain the matter in fuller detail to Mr. O'Brien, 
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(FHIS DOCUMENT IS THE PROPERTY OF HER 
BRITANNIC MAJESTY'S GOVERNMENT ) 


STINE SETTLEMENT 


In his Memorandum of April 6 
(C(55)96), Sir Anthony Eden summarised an 
agreed Anglo-American plan for the settlement 
of the dispute between the Arab States and 
Israel and indicated that conversations on the 
matter had taken place between the United 
States Ambassador in Cairo and the Egyptian 
Foreign Minister. I now give my colleagues 
an account of subsequent developments. 
2. Immediately before he left for Bandoeng, 
the Egyptian Prime Minister sent a message 
through his Foreign Minister to Her Majesty's 
Ambassador in Cairo, to say that in spite of 
many misgivings he was ready to do his best 
to play the part which Her Majesty's Govern- 
ment and the United States Government wished 
him to play in restoring peace in the Levant. 
He suggested that the period of his stay in 
Bandoeng should be used by the two 
Governments to work out conerete proposals for 
a settlement of the Palestine affair. Both 
he and his Foreign Minister made it clear that 
their main interest in a settlement lay in the 
restoration of a land link between Egypt and 
the Arab States to the Hast. With this in 
mind, they were not prepared to consider 


making peace with Israel unless she abandoned 


the major part of the Negeb = a corridor 
/across 


« 


-cor@ an Israeli Negeb would not suffice. 


3. The proposals summarised in paragraph 
7 of Sir Anthony Eden's Memorandum under 
reference provided for the establishment of 
a sovereign Arab right of way across the 
HNegeb without impairing the Israeli 
sovereign right of way to Elath on the Red 
Sea. The idea was that Israel should cede 
two small triangles, one to Egypt with its 
pase on the Egypt-Israel frontier and one to 
Jordan with its base on the Jordan-Israel 
frontier, in the extreme south of the Negeb 
a few miles north of Elath. The apices of 
the two triangles would meet at a point on the 
Israeli road from Beersheba to Blath; and at 
this point, which might need mixed or 
international supervision, a road from Egypt 
to Jordan under complete Arab control sould 
pass over (Oruunder) the road to Zlath, which 
would remain under complete Israeli control. 
4. In view of the Sgyptian insistence that 
the land link between Egypt and Jordan must 
be something more than a corridor, Her 
Majesty*s Ambassador in Cairo and his United 
States colleague expressed the view that the 
arrangement described above would not be 
acceptable to Colonel Nasser. The two 
Ambassadors proposed a number of alternative 
solutions ranging from joint Arab-Israel 
administration of the entire Negeb to the 
ereation of an autonomous Arab territory 
under Western guarantecs. Considering the 
importance of this point, further discussions 
vere arranged between the Foreign Office 
/and 


amd the State Department to review the proposa.. 
for the Negeb. 

5. In these discussions it was concluded that 
the Israelis would never surrender the whole 
Negeb or the greater part of it as the Egyptians 
desired. They are deeply attached to this 
territory, which has for them a religious 
significance, ensures their access to the Red Sea 
and allows them to taste the freedom of an area 
in which they can be out of sight of an hostile 
frontier. On the other hand, there is little 
doubt that the Egyptians will not accept a 
settlement which leaves the whole of the Negeb 
in Israeli hands. The only means of reconciling 
the incompatible interests of both parties is 
by the principle underlying the proposal 
described in paragraph 3 above, that is the 
principle of a point et the junction of two 
triangles where the sovereignty appertains to 
both or neither. 

6. It is proposed, therefore, that in their 
further discussions with Colonel Nasser on his 
return from Bandoeng, Her Majesty's Ambassador 
and the United States Ambassador in Cairo should 
attempt to secure his agreement to the principle 
of the double triangle as meeting his desire for 
a@ land connexion with Jordan. If Nasser shows 
interest in the principle and asks for an 
example of its application, the Ambassadors 
would then explain the proposal, described in 
paragraph 3 above, of a double triangle in the 
extreme scuth of the Negeb, coupled with 

transit rights across the northern Negeb between 


Egypt and Jordan. If they find that this 


solution is unacceptable to Nasser on account of 
/the 


the e@iiness of the territory ceded, it may be 


necessary to suggest that the double triangle 
principle might be applied to link both lgypt 
and the Gaza Strip to Jordan. This could be 
done by using the 1947 partition line south-east 
of Gaza and building upon it a triangle pointing 
eastwards to link up at the Israeli road from 
Beersheba to Zlath with the apex of a second 
triangle whose base would be on the Isracl- 
Jordan frontier opposite Shobek. This would 
involve a fairly large cession of territory by 
Israel in the Negeb and might, therefore, tempt 
Wasser, since he would be better able to defend 
a settlement of this kind to the other Arab 
States. It also has the merit, in Arab eyes, 
of being based on the partition of the Negeb 
recommended in the United Nations Resolution of 
1947; and it would ease the pressure of the 
refugees in the Gaza Strip by giving them an 
opportunity to disperse eastwards. DBut it would 
leave Israel in control of all the cultivable 
land and all known mineral deposits in the 
Northern Negeb, as well as a sovereign right of 
way to Elath, 
7- It would, however, be very difficult to 
induce the Israelis to accept this alternative 
proposal; and only if it seemed that Nasser's 
cooperation could be secured on this basis and 
on no other should we consider putbing the 
proposal to him. If we did so, we should 
reduce the territorial concessions expected of 
Israel in other areas. It should be added that 
the Government of Israel have taken the position, 
in a formal communication to the United Kingdom 
and United States Governments, that they are not 
/willing 


willing to surrender any territory até all, though 
they do not rule out "minor and mutual” 
adjustments of frontiers 48 part of a general 
settlement. This uncompromising attitude may 
well persist during the pre-election period in 
Israel, and the timing of our approach will have 
to be earefully judged in relation to this. 

8 My colleagues will wish to know a6 much 

as possible about the financial implications and 
practice] difficulties of a settlement of the 
kind proposed. A number of finesacial points 
arise in connexion with the proposed 
compensation to be paid by Israci to Arab 
refugees. These points, which since the date 
of Gir A. Eden's memorandum under reference have 
peen the aubject of detailed discussion between 
the Foreign Office ani the Treasury and 
subsequently with the Americans, are set out 
below:- 


(a) The totel figure of £100 million has in 


itself no very firm basis and it is 
impossible to say at this stage that it 
will in fact be acceptable to both 
parties. ‘The Arabs will naturally 
want more, but we can rely on the 
Israelis to demand that the amount 
should be less. It is the firm 
intention of both parties to the presen’ 
Anglo-american discussions that £100 
million should be the maximm, but 
great skill in negotiation will be 
required to hold the amount to that 
figure. 

It is the intention that at least £30 
million should be provided by the 
Israeli Government, either from their 


/own 


own resources or by themselves 

raising the money elsewhere. Of 

the balance of £70 million it has been 
suggested that £50 million should be 
made available to Israel by gift or 
loan from the United States Government, 


£15 million by loan from Her Majesty's 


Government, and perhaps £5 million 
from the French and other Governments. 
The question of a United Kingdom loan 
of the amount suggested has yet to be 
decided; but in any case it is 
important that we should not, in 
addition to promising a contribution 
towards the balance of £70 million, 
get ourselves into the position of 
underwriting in any way the sum to 

be provided by the Israeli Government. 
Our offer should be presented in such 
a way that we are not committed to 
contribute more than £15 million; 

the balance, after taking account of 
the American and other contributions, 
to be found by the Israeli Government 
as best they can. 

It would be impossible for the Israeli 
Government successfully to float a 
loan on the London market. It has 
been suggested that we might be able 
to modify our existing policy as 
regards access by foreign Governments 
to borrowing in this country, to the 
extent of allowing the sale of Israel 
Goverament bonds here. However the 


/question 


question of such sale presents 

serious difficulties. 

Phere would be grave danger of serious 
inflation in the Arab countries 
concerned if a sum of the size of 

£100 million were disbursed there in 
uncontrolled fashion, even over a 
period. The distribution of large 
numbers of relatively small sums to 
uneducated individuals, not used to 
handling money, could easily lead to 

the ultimate beneficiaries being thieves, 
cheats and speculators. The price of 
land and other forms of investment could 
rise to astronomical figures, leaving the 
original recipients of the benefits with 
a rankling sense of grievance that they 
had received no real compensation for 
what they had lost. Possible ways of 
controlling the disbursement are being 
examined in consultation with the 
Americans, The Arab Governments 
concerned will have to be brought into 
constiltation in due course. 

fhe assessment of the individual amounts 
ef compensation in such a way as broadly 
to satisfy the claimants and lead to an 
effective lessening of tension in the 
area, are matters of extreme difficulty. 
Possible methods are under examination 
but it is clear that we must firmly 
insist on the Arab Governments taking 
full responsibility for the results of 
whatever system is eventually decided 


upon, and for meeting the complaints of 
/the 


the individual claimants who feel 
themselves aggrieved. 

Apart from the claims of individual 
refugees to lost property there are 

@ number of inter-governmental and 
intermunicipal claims which will no 
doubt be put forward on both sides 
during the course of negotiations. 

It is the intention that these should 
be regarded as cancelling each other 
out, but no doubt there will be hard 
bargaining which might, unless we are 
very careful, alter the whole picture 
considerably. 

U.N.R.W.A. will have a large part to 
play in distributing the compensation 
and seeing that it is used to the best 
advantage in resettling the refugees. 
This will mean that the organisation 
will have to continue to exist for at 
least ten years, whereas its present 
agreed lease of life is for another 
five years. We know from the fact of 
American participation in the 
proposals for a settlement that the 
United States Government, who 
contribute some 70% of U.N.R.W.A, funds, 
would be prepared to continue their 
support of U.N.W.R.A. for the required 
period; and we are confident that the 
other contributors would be disposed to 
do so in the context of a general 
settlement. The question of the cost 
to U.N.R.W.A. of the functions it will 
undertake in connexion with the 


/compensation 


If it is decided, after the current discussions 


with Colonel Nasser, to proceed towards a 
authority 


settlement on the lines proposed, 
4b Mlactle Wid, ht, <a— 


which would, so far =s can be seenat present, 


the following commitments 


represent the limits of H.M.G.'s financial 


liabilities - 


compensation requires further 
examination. 
9. All these points require and are receiving 
further urgent examination. Evéry effort will 
be made to devise satisfactory solutions on them 
before any financial commitments are made or any 
action taken which might imply such coumitments. 
In the meantime H.M.Ambassador and the United 
States Ambassador in Cairo have been instructed to 
avoid in their current talks with Colonel Nasser 
@l1l disoussion of the financing of Israel's 
compensation to the Arab refugees. Thus H.u.G. 
cannot be committed to any financial contribution 
before the proposals are discussed with Israel 
which will be the next step if the talks with 
Nasser are successful; and since any proposals 
for 4 settlement are liable to become public soon 
after they are presented to the israclis, 
Mr. Dulles has agreed with me that no approach 
should be made in Tel Aviv before the end of Hay. 
This delay will enable a decision by the Cabinet 
on the financial implications of the plan to be 
deferred until after the General Elections. 
10. [3 
discussions with Colonel Nasser; to proceed 
towards a settlement on the lines proposed, 
ler Majesty’s Governuent's financial Liabilities 


ae 
could, a8 far as can be seen at present, be 


(a) a loan to Israel of the order of 


£15 million; 

(b>) the provision of facilities for the 
sale of Israel Government bonds in 
the United Kingdom. 

However, I feel that my colleagues should be 
aware that there are bound to remain financial 
fond 


and other uncertainties about the seheme which 
can only be cleared up finally in the course of 
negotiations with Israel and the Arab States, 

I do not overlook the probability that the 
parties to the dispute, and particularly 


Jordan, will seek to make the U.S. Government 


and ourseives pay for their cooperation in 
terms of increased financial assistance. AS 
far as H.M.G. are concerned, we shall resist 


any pressure of this kind. 


N& 


c.c. Nr. Drake q' 


~ ey) 
Bb eT aa cet 
Plan for IffSel settidmfnt 


Since you last saw these papers, the Foreign Secretary 
replied to the Chancellor on 6th May; the Chancellor wrote 
again to the Foreign Secretary on 7th May; there has been a 
further reply from the Foreign Secretary (which I have not yet 
seen); and I understand that the Chancellor has written again 
to the Foreign Secretary on the lines of the draft attached to 
Mr. Drake's minute of 12th May. The Foreign Office have since 


telegraphed Washington, 


2. As I mentioned to you, Mr. Compton, Mr. Shillito and I 
had a discussion with Mr. O'Brien yesterday evening. See my 


note of the discussion. 


Be At a meeting between Mr. Drake and myself and Mr. Arthur 
(Foreign Office) this morning Mr. Drake and I discussed the 
draft of the further Cabinet paper which the Foreign Office 
wish to submit to the Foreign Secretary, and we agreed to it, 
subject to certain amendments and subject also to clearance 
at higher level in the Treasury. A copy of the amended draft 


is attached. 


4. The paragraphs of the draft which concern the Treasury 
are nos. 8 to 10. Paragraph 8 reproduces what had been 
suggested by the Treasury themselves, after clearance with the 
Chancellor. As regards paragraph 10 Mr. Shillito has 


suggested the inclusion of the following words at the end of 


Z* clause (b) - 


"(this is on the assumption that the difficulties 
referred to in paragraph 7(c) above can be overcome)" - 


/Subject 


Subject to this addition, I think we can now, as O.F., agree 


to the draft paper. 


be As I also mentioned to you, Mr. Drake and I impressed 

on Mr. Arthur that we saw little hope of clearing the question 
of the sale of Israel bonds in the U.K. unless we could put 
the whole mtter in sufficient detail to the Bank of Emgland. 
We made it clear that if this were done, the Bank would almost 
certainly ask to be associated with further discussion of the 
financial aspects of the plan generally (which we ourselves 
would welcome). Mr. Arthur undertook to try and secure 

F.O. agreement to the requisite letter being sent to the Bank 


without delay at the appropriate Treasury/Bank level. 


Q 


- 


(A. K. Potter) 


lth May 1955. 


TOP SECRET 
FROM FOREIGN OFFICE TO WASHINGTON 
Cypher/OTP DEPARTMENTAL DISTRIBUTION 


D. 2.55 pom. May 15, 1955 


TMMEDI ATE 
TOP SECRET 


Addressed _ to Washington telegram No. 2337 of May 15_ 
Repeated for information to Cairo [Priority]. 


My telegram No. 996 to Cairo. 
Alpha, 


Please inform State Department urgently that my colleagues 
and I regret that we cannot make any financial commitments in 
relation to on Alpha settlement betore the United Kingdom General 
Election. I am, however, most reluctent to hold up discussions 
with Nasser and sugzest that they should proceed on the basis 
proposed, except that: 


(a) Wo reference should be made to any 
guestion of financial assistance by the 
United Kingdom under any settlement, and 


(bo) in the matter of compensation the two 
Ambassadors should merely say that the Israelis 
have always récognised their obligation to pay 
compensation in the context cf a general settlement; 
but that no indication of the swn Israel could pay, 
or of how she would raise that sum, could be given 
until after the presentation to Israel of such 
proposals as finally euerge. This, as the State 
Department know, will not be until after May 26, 
since the proposals cannot be discussed by the 
United Kingdom Cabinet till after the General 
Election, 


2; I trust the United States Government will understand 
our difficulty over this and will agree to instruct Mr. Byroade 
accordingly. I do not think that this would seriously affect 
our prospects of making progress with Nasser, since his interests 
seem to lie primarily in the territorial aspects of a settlement, 
DISTRIBUTED TO: 


Levant Department 
African Department 
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MR. POTTER 


Alpha 


Col.Russel Edmunds brought me the attached 
for our comments. I have made one or two, but 
the whole thing seems to me to go into more detail 
than we had intended. However, if the F.0O. are 
prepared to put it forward, disclosing so much 
of our thinking, I suppose we need not object. 


4 
FOREIGN OFFICE, 8.We4. 
(VR 1076/92c) May 17, 1955. 


PRES 


Bean Kucseeé 


We discussed recently the decision, taken at the 
meeting in Arthur's room on April 27, to seek the 
views of Milner and others on certain financial and 
economic aspects of a possible settlement between 
Israel and the Arab States. 


I now enclose two copies of a draft letter to 
Milner and the two Americans which We should be 
—— if you would clear so that it can be put 

o 


Washington. 


We are drafting also a simple letter to 
Sir John Sterndale Bennett (copy Crawford) whish 
would ask him to arrange for Crawford to sound 
Labouisse very tentatively about UNRWA'’s réle 
without bringing him into our counsels. 


Hous save 
(4a) Kew 


(Ke de Simpson) 


Colonel W. Russell E@amds, 0.B.E., T.De, 
Treasury .e 


2 ASE AD UA iv 


In the recent past the Tera Govexmamt 
heve made various etetoments about thet» 
reatiness in prineiple to yxy compensation to 
jyoh refagnes Gros Palestine. These have beer 
inked with domsvia fr 9 cena sottiossnt, 
of witch the clermentea have sot yot been offered 
ty either side; tut wo fue! tt uw mst bo 
yrepasad for ong shit tn the Log-jen and heve 
been civieg the matter cam thought. 

2. 2? end uten the commamestion iacue ie 
Faieed seriouaiy, both the srebe ent Toraed 
will advance lerge cleim onl counterclaims 
wWeieh will peove elzwst inoeritie to evaluntes 
Those will inelate: on the pert of Teresl, 
einizes for ebaxtioned property in Jerdan, wy 
danage, om! Sewigh rroperty sequecterad in 
the Arab Otutens emf on the part of the Aroba, 
movable property, tenants’ rigite, end loses of 
ure cx vente on peoperty, a2 wil as immovable 
Property itaclt. The nest provising outeoms 
of the ineviteble process of baresining aight 
be « Pld Sigure representing the net amount 
to be pnid by Tersel for oospensation Sov 
tewveiie property ame a11 other claim ani 
cormtermcieim: heve been taken into sccomt ond 
belencet against each other, Im omier to have 
[a 2 Ween bone ee a figwe for Cliecuesion, let us avouw tint 
es. the eprect Mgure 19 100 milton (the 
SoS Palestine Conetliation Curniseion estinnte 
of 4951) end that te 7.6, 0. will not hove 
completed their amrent identicleation of 
ebemioned Are property until efter the 
Regetiction ef this figmea; they vould then 
Fa] 


be able to ennese the value oF onch property 
20 Bye tne coter vended e100 mittion. 

Se Then cme the geetion of how much Terad 
could contwibute toverin the £100 rillione Tt 
fe important for paycholegion reasons with 
veapect to tim Arubs, of well ae te nindsdae 
poasible Tinuncieal inexiens on the United otates 
end United Kingtiom, that Jorceli omntrébutions 
to cospensation Ghould be ss large nH possible. 
Without any reel fecte to go on wo wild here 
make 8 cecond lerge sacewuytion: thet Ierecl 
end vorld Jewry conftvined cowld pay 3) per conte 
of the 2100 million, tie remsining 7 per conte 
being provided by the world enrunity in the 
form of loons to Iereel. In onicr te obtein 
the murimgn casietence froa intermatiows) Joey, 
whieh might inve to provide say 3 por conte of 
the total, it would be neceusery to permit 


Teresi to|seli bendslin the United <ingiom end Trane Gowhe , Ciba og he 
appropriate parte of the Cxsenwoalth. Heke A Linde oy Ar cmon 
Pemmiesion for this hae of couse not yot bean 

sought ond we cannot ongwee thet it would be 


givens end if it wre, we eve no moos of 
jniging what the(yicld)might be. Tw principle 
would be that Zersel we Aiily reapmeihle for 
the payamts to the cleimonte ami that she 
eocepted reapmeibility for reweying aul 
servicing 512 louns, whether me by Jown on 
foreign Govermmontte 
be the other hond, 4¢ ie possible thet 
Tereol might yroteut her complete inability to 
undertale gush carsi¢acnta: net oly boemme 
of tho budgetary problem, but partieulorly 
because of her lagk ef foreign exchangee She 
might vegera it on quite impossible to arvice 
leans of 420 million from the Jewish capamity 
fonda 


endl £7 wiilion from fereign Governments; snd 
tw might decline to pay es much os 210 million 
froma her own ami] vesorves o” foreign exchanges 
At #22 events Termnel’s tack wala be e 
fommiJable one and we heave wortomed whether 
i% would be feosibie for hr to pay pert of the 
componeation in kind (e@eg. in the fom of 
egricultwnl meninery, or tertiles, or 
something Glee) inetesd of in foreign exchenge: 
without imposing on intolerable turien/on the 
eponey Watch had te dietsiiute the curmonsotion, 
ami without unduly hearing the comasreial 
interesta of other parties, vu the met 
inform mention of eny such esnesagion 

to the Zoreelie would be setuad upon evidiys 
ond we ghouwkd therevove like to clarify our 
thougittes on thie privately and chould ywloone 
your conmidersd opiniones 

Se ‘The pager question which wo might have to 
faee iB, hovever, wether oni how the 
Qlatribution of say 8109 mikiian ef cope 
aation qould be effected without consing 
Aisastrow inflation. £ atiagh e table showing 
ow vory tentative muses ot wat shares of the 
omowmit might be cleined by various eate;mries 
of persons. There ere, of course, pany 
concoiveble methods of distribution talcing 
o%ther more or leas ecooust of the clairamt’s 
own Wishes, At one ond of the evale one might 
ecneeive the ectablistment of a development 
fund in wisieh e212 clairente would be given 
erarea according te theiy claims, and on whose 
gueceas thay wold heve to wait for their 
benefitea. At the other end, cagh might cinmply 
be paat out os revidly as poasibie te cach 
clnieete Cur Contetive thought fe thet, ae 


the Areb Coyearmente vould have te erprove the 
foxroncamant, 


mmt, there woul be the etmmgest pressure 
for @ividual paymente; ond that, im ence this 
preasure could not be entirely rovistetl, ve 
shoula stert thinking out moans of mitipeting the 
inflationary etfeete. On this alao wo awuld be 
grateful for your afiviae. 
6. Perhaps at may help to eet out « few thonghte 
which have ocourred to ute There soem to be tiewe = // 
broad groups of clairents. Pilwt there are the 
@laimants to £100 or less who Should probably be 
peid at an corly stage Cor psychological xeusuitt, 
end emong whom wa think the value of comuan 
(meahe*) lend might be divided for the cake of 
simplicity. Seeom®My there ave claimants te 
between £190 and 22000 + about hal? the total 
number of refugees sccomling to or guwteme Thinly 
there might be sbout 44000 claimants to over 
£2000 ~ en agyregate of over imit the compensation 
we have tentatively avmumed to be avaiiablos 
Je Ag rogario tho Tirnt grou, ve ove noted 
the recent Arnab League Giecusations of a travel 
@owsment to be isaued to Polestine refugees by 
member Governments, ent wo semza that thase 
people would have considerable ‘resdon os 
in@ividuele te travel to whexe work is oveilable. . 
We eve thought of sauething like £100 ag being 
enough to stake « ive person femliy to euch o 
move, but should weleome your views. 
6. Ag rogarta the seoond and thin groupe, 
wo have hed en ovinden that about 22000 might be 
enough to set up & wmliehelding or ammkl business 
without moh capital eqaipaemt, in most parts 
of the MidM@le Gacte ‘nd wo hevo thought that, 
Af it ware desired te defer making ful payemt 
te the “big” men, eer such coth attvenes to them 
(of the omior of 22000) could hardly be avoided 


/% 


So AB regeaxte the thin! group in porticuler, 
At might bo politically ond eeonoonlly 
aftviceble to mike the balanae of their mona, 
over and above any £2000 afvence, aeate 
@e“ogamt in the arse tn the some way as the 
property tt representa wesil toe do in Palestine. 
Tf it were practicable, thie grow might 
establish a Development Nank - eay with o besmt 
Bocted by themoeivwa, seve for one official 
tember who might have a vete on Licddntion 
@o ag to prevent the ouiten relense for 
ommmption of the rouytly 63% milliem involved, 
7%. ‘ie ana that, an a mttaer of principle, 
TERA" Go-rogistration procehmre wald be 
eylied when peymente were made te argyone on 
their rolie; ani thet retiuees whe wre 
Precettled by Wir woulda hent over theiy 
eonpensation in part payaent to the Ageneyes 
%- Te period owr which eampmention wuld 
be paid could, wo think, juetifiatdy axtend to 
ehout ten yoare in view of the time which the 
PeGe.G. would take to adotemine individual 
olsuime, the dirflewliy of collecting tux, 
and the lew economic chece;tive aagnakty of 
the arene Mwy ag om illustration, Yoars 
4 ond 2 might bo talen up by the ».0.0."s 
égecamamt; Your 5 might ace the paymmt of 
&10 milion te the poorer dleimnta (Greup one)s 
Yoors l~® might ace the payment of 460 million 
te Group Two om! afvences to Group Taree; and 
Gither later or oalier the balance might be 
patd to Grom Tate 
12. {he shole purpose of this letter, howver, 
is not te plent fideas upon you but te seek your 
eftvies about this matter - the best uny to tine 
the releases, having regen to the probeble 
Jee 


. 


for omall businesses and Jobe; the 

o secure usefw@ inveot@ant rather than 
quick consumption of the moneyg ‘the way to mop 
up (@ege by Sovemrunt aetien) the surplus 
eapitels tho partiouler pitfelle you my 
foresce; oni ony other aspects af the problem 
on whieh you oom slip. Obviously you atrot 
enever off tim cuff, but we should welcome your 
opinion as acon an posible 
43. X Ghd aie to mention Tinslly some lagel 
sepecte of the ywoblem, We have awnmwed timt 
ow tentotive figse of £400 million might reowkt 
from @ Washout” of claims other then thoas for 
Aveb imzovable property; ant, since it would be 
extromly dictionlt to aceesa ell the conceivable 
“washed-out” cluime, we aro inclined te consider 
that it would be wndenirebie to aliet pert of the 
4100 million for pro rata metteaant of thawte 
The best course seaw to be fer the Arab 
Goverments to ignore, ani accept public 
pooponaability for ignoring, Guch cleize fran 
municipalities or other bodies or individuals. 
Our preliminary attvice is that theas whose 
cleime had been either wehed out or insdequately 
mot by paymenta from the 8400 mitiion wid heave 
ho effective redress if cave wore talon te bind 
the Goversemtes involved not only to refrain 
fvom gupperting such claims but to bar thom in 
their courte, ‘Thie would be s «ost important 
step end esratfdil formas would have to be 
worked out io cover ite Xt would be necessary 
te cover the positicn of agenetes (Gey. bania) 
which might hold Arab property in Taree? and 
might otherwine be open to claim through theiy 
brenches in Avab comtrica. If you hove ony 
fié@eas on thin sapect of the operetionn olnd, 


the The toms of this letter have bem agreot 
With the State Nooartmont end oisilar letters 
are being sated to Ghtomativy? itinen/ 
Remeigy/Dale, with copies to the eke an? Ushi. 
Arheerotora tn Caird, to the Hen! of the RelleBeO, 
em! te Crimfeed «t Dolrut. 
%e Yor wil roefily mifieretont thet if 
either ef the parties te the Areh/Tered 
Momte qugpectea that we vere civing thayehs 
to the mation of cocmmmntion for the Arab 
refugers there would be on outemy and the 
chances of on uitimete sett2enuamt of the 
@vation woul irmedintely bee more ronote. 
I mmet therefore exk you net to fiecwe these 
eoquiries with anyone at oll axeept personelly 
with 
te Lire Watley? city rely Ctevensen 
and Bendicy, the American “rensury 
Reprasentetive. 
2 Give Demoty? Ur. Syvosite ena Minor, 
the Mritich Treamey representatives 
Be Zire Bolg? crewfort of the Brition 
hevelozent Diviaton. 


EL RUSSEL 


Alpha 
Mr. Simpson's letter of 17th Mey and its enclosure, 


25 I have the following comments and suggestions on the draft 
letter to Messrs, Milner, Bensky and Dale. 
Paragraph 3. Delete from the letter part of the 
third sentence to the end of the paragraph and substitute - 
".... the remaining 70 per cent being provided by 
foreign Governments in the form of loans to israel. 
The principle would be that Israel was fully 
responsible for the whole £100 m, and that she 
accepted responsibility for the service and 
repayment of all loans, whether made by world faery 
or foreign Governments. Consideration is being given 
to the question whether, in order to obtain the 


maximum assistance from world dary, which might have 


to provide say 20 per cent of the £100 m., Israel 
Seaia be permitted to reise funds by the sale of 
bonds in the U.K, and other parts of the sterling 
Commonwealth." 
Paragraph &. From the first sentence delete the words "On 
the other hand", 
In the last sentence, for the word “would”, 
substitute the word “might”. 
Paragraph 6. The division of claimants into thre: broad 
groups is arbitrary. The wording of the paragraph should 
be amended accordingly. 
Paragraph 7. Use of the verb "to stake" looks odd to me, 
but maybe I eam merely ignorant. 
Paragraph 9. The figure in the last sentence should be 
£30 m. in order to square with the figures of £10 m, and 
£60 m. mentioned in paragraph 11, 


/ Tavie. 


Table. The column headed ‘Amount due” should be headed 
“Amount claimed (tentative guess)" (cf, second sentence 
in paragreph 5 of letter). The value of masha’ lsnd 
should somehow be included in the columi, 

The comment about Category (e) is misleading and 
should be omitted. 

Another column might be added as follows - 

Conpense son allocated 
iia 


£m 0. 


10 


® of which say £60 m. might be paid 


in cesh and £30 invested. 


3. We might perhaps discuss these comments and suggestions, 
end any others which I.F. may have, before giving the Foreign 
Office final comments and suggestions from the Treasury as 8 


whole. 


(A. K. POTTER) 


Ma 


FOREIGN OFFICE, S.W.1. 
June 2, 1955-6 


2 > 
Dean bo Gey 


During our discussions on a possible 
settlement of the Palestine affair you told us 
that the Treasury felt that the Bank of England 
must soon be consulted on the question of the 
sale of Israel Government bonds in the United 
Kingdom and sterling Commonwealth; and you 
suggested that the Foreign Office should draft a 
suitable letter which a senior Treasury official 
could send to the Governor or Chief Cashier of 
the Bank. 


We suggest that the letter might be based 
on the enclosed draft. 


ee Cut 


ear Ce ae. 


(G.G. Arthur). 


A.Ke Potter, Esqe,C.BeEe,y 
Treasury, 
S Welle 


TOP SECRET 
Registry 
No. ¥R=ESRG/ >= 


Top Secret. 
Secret. 

Z SA 
Confidential. AAvk Stee Cities 
Restricted. 


The conflict between the Arab states 
Ope: and_Israel is most damaging to our policies in 
the Middle East and ¥ our porsteeet and 
commercial interests in she- area. Fear and 
hatred of Israel blind the Arabs to the 

Soviet threat and inhibit their willing 
co-operation with the West. So long as we-are 
faced with their resentment at the creation of 
Israel and their humiliation at their defeat 
in the fighting of 1948, we shall not te able 
to-rely on the stability of their attitude 
towards the Western world. 

The Israelis, seeing the balance of 
power and influence in the Middle Hast moving 
steadily against them, and faced with the 
impteeable hostility of the Arab states, are 
tempted to adopt reckless courses before it 
is too late. Their growing aggressiveness 


could easily lead to a renewal of fighting, in 


which H.M. Government would probably be 
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involved and which might end in the loss of 
many of our valuable assets in the Arab world. 
Far frome asing the situation, as we 
once hoped, the passage of time makes it more 
dangerous and more intractable. It was in the 
conviction ieee oect cbs stabilized quickly 
that Sir Anthony Eden sugsratne to Mr. Dulles 
last autumn that our twe Governments should 
urgently examine the possibility of bringing 
about a settlemente Mr. Dulles agreed; and 


detailed er ee a possible settlement 


2 


¥ 
a! ke futher? . 


ow z 


have. Peek worked out by the F.0. and the 


State Department. -It—is hoped that. 


fo 


/adiscussions 


diseussions withthe parties. will be—opened 
very—seon.— 

There can be no settlement of the 
Palestine affair unless Israel pays 
compensation for the abandoned property of the 
Arab refugees. It is not possible to say in 
advance exactly what sum would be arrived at 
during the course of negotiations; but it is 
thought, after consideration of all Israeli 
counter-claims, that the payment of about 
£100 million will be necessary. Much of this 
sum will have to be provided from loans by 
H.M.Government and the U.S. Government, but 
the Israelis will have to raise some of it from 
their own resources and from world Jewry, 
partly to reduce the burden on the Western 
Governments and partly to show the Arabs that 
the Jews have made some sacrifice. 

No decision has yet been taken on 
the question of a loan by H.M.Government. But 
if it is agreed that we should contribute, as 
part of a general settlement, to the sum which 
Israel will have to pay, it is the intention 
that H.M.Government's loan should be limited 
to £15 million, on the understanding that the 
U.S. Government will provide £50 million. 
Assuming the total to be £100 million and 
allowing £5 million for loans from other 
Governments, the Israelis would have to raise 
£30 million from their own resources and from 
World Jewry. The Foreign Office have suggeste 
that they should be allowed to seek about 
£15 million of this, over ten years, by the 


sale of Israel Government bonds in the United 


/Kingdom 
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Kingdom and sterling Commonwealth. 

As you know, we have hitherto refused 
permission for the Israel Government to raise 
funds in the United Kingdom. But in view of our 
interest in a settlement of their dispute with 
the Arab States, we should find it difficult to 
maintain our attitude if we could make some 
progress towards a general settlement such as 
we have in mind. We could hardly propose to 
the Israel Government that they should raise 
money from world Jewry and then put obstacles 
in the way of their doing so in the United 
Kingdom. Nor would the Americans, who are our 
partners in this venture and who place no 
restrictions on the raising of large sums in 
the United States, understand our refusal to 
permit the sale of bonds here in the context of 
a general Palestine settlement. 

As we need to take a decision on this 
very soon, I should be grateful for your views. 

You will readily understand the 
extreme secrecy of this matter: if either side 
suspected in advance that we were discussing 
proposals for a settlement our hopes (and these 
are in any case not very high) of a successful 
outcome Ce eae negotiations we may enter on 
would be dashed. I hope, therefore, that you 
will be able to restrict the circulation of this 
letter for the present strictly to those who 


need to know. 


TOP SECRET fe 


MR. ARMOTRONG 


Cre. Colonel Russell Edmunds 
J? dt, 


Plan for Arab/Israel settlement 


A suggested draft letter for Sir Leslie Rowan to send 


'x' below to the Governor of the Bank of England is submitted below. 


The draft has been cleared with Mr. Shillito. 


a Sir Leslie Rowan last saw this case on 29th April (his 
rae Ciccone dated 27th and 29th April). He will like to glance 
at the following papers - 
'B' ibid (i) Chancellor's letter dated kth May to the Foreign 
Secretary 
(ii) the Foreign Secretary's reply dated 6th May 
(iii) the Chancellor's further letter dated 7th May 
(iv) the Foreign Secretary's reply dated llth May 
(v) the Chancellor's further letter dated 13th May 
(vi) my note dated 13th May of a discussion which 
Mr. Compton, Mr. Shillito and I had with Mr. O'Brien 
(vii) Foreign Office telegram No, 2337 dated 15th May to 


Washington (repeated to Cairo). 


Be Sir Leslie Rowan will like to know that Sir Alexander 
Johnston held a meeting yesterday which was attended by you, 
Mr. Shillito, Colonel Russell Edmunds and myself to consider 
'Y' below the draft Cabinet paper which, we understand, will be put in 

by the Foreign Secretary for consideration by his colleagues 
in the week beginning 13th June. The paper asks for authority 
to undertake, as part of the proposed Avab/Israel settlement, 
the following commitments - 

(a) a loan to Israel of the order of £15 m. 

(b) the provision of facilities for the sale of Israel 

Government bonds in the United Kingdom. 


/It 


It was decided at Sir Alexander Johnston's meeting that we 
should recommend the Chancellor to put in & separate paper 
dealing fully with all the financial implications of the 


proposed settlement. This paper is now being drafted. 


hy, As you know, I have been pressing the Foreign Office to 
allow us to write a letter to the Bank of England to get their 
considered views about the two commitments referred to in 
paragraph 3 above. The Foreign Office have only just given 

me clearance on this point. Hence the draft letter to the 


Governor of the Bank of England below. 


5s The other development which I should mention is that we 
have drafted a letter to Mr. Milner at Cairo seeking his advice 
on the various financial problems raised by this plan for 

an Arab/Israel settlement, and particularly on the danger of 
inflation in the Arab states from payment of £100 m, by Israel. 


The terms of the draft are now being cleared with the State 


Department so that they may simultaneously send an identical 


letter to the two U.S. Treasury Representatives in the Middle 


East. 


(A. K. POTTER) 
uth June 1955 


TOP SECRET 


/)- 
i du 
DRAFT LETTER from Sin_Leslie—Rowan- to 
Governor of Bank of England 


Plan for Arab/Israel settlement 


The problem presented by the conflict between 
the Arab States and Israel and the plan which was 
being prepared by the Foreign Office with the 
object and hope of resolving this conflict, were 

Rove, 
mentioned to you by me in April in connection 
with two proposals included in the plan, viz. 

(a) that H.M.G. should make Israel a loan 

of £15 m. 

(b) that facilities should be provided for 

the sale of Israel Government bonds in the 

U.K. 

We db Lar 


=-umdexstgnd that the Foreign Secretary will 


shortly be asking his collesgues to give their 
general blessing to the plan and in particular to 
authorize him to incur the commitments referred to 


at (a) and (b) above. 


2 As regards the background to all this I 
think the Foreign Office position can be stated 


as follows. 


. 


| The Arab/Israel conflict is most damaging 


fo the policies and the political and commercial 


interests of the U.K. in the Middle Hast. Fear and 


/natred 


hatred of Israel blind the Arabs to the Soviet 
threat and inhibit their willing co-operation with 
the West. So long as they harbour resentment at the 
creation of Israel and feel humiliation at their 
defeat in the fighting of 1948, there can be no 
reliance on the stability of their attitude towards 


the Western world. 


The Israelis, seeing the balance of power and 
influence in the Middle East moving steadily against 
them, and faced with the impheeabte hostility of 
the Arab states, are tempted to adopt reckless 
courses before it is too late. Their growing 
aggressiveness could easily lead to a renewal of 
fighting, in which H.M. Government would probably 
be involved and which might end in the loss of many 


of our vdueble essets in the Arab world. 


Far from easing the situation, @s was once 
hoped, the passage of time makes it more dangerous 
and intractable. It was in the conviction that the 
situation must be stabilized quickly that 
Sir Anthony Eden suggested to Mr. Dulles last 
autumn thet the U.S. and U.K. Governments should 
urgently examine the possibility of bringing about 


a settlement. Mr. Dulles agreed; and a plan for a 


possible sejtlement sees geese: nate been worked 
Ng Ot 


out by the Beg in collaboration with the State 


Department. 


3. On the financial side the plan envisages 
payment of a net sum of £100 m, by Israel to the 
Arabs over e period of about ten years. The 

int of a sum of this size in the Arab, countries 
receip Peaatac Vi 
will itself present big problems if spe%e inflation 


is to be avoided and the fullest consideration will 
‘ /neve 


\ 


have to be given to this seid oa I of the plan. 


Heweve® ote first question is how is Israel to find 
£100 m> The plan envisages that at least £30 m. 
should be provided by the Israel Government, either 
from their own resources or by themselves raising 
the money elsewhere. Of the balance of £70 m. it 
is proposed that £50 m. should be made available 

to Israel by gift or loan from the U.S. Government, 
£15 m. by loan from H.M.G. and perhaps £5 m. from 


the French and other Governments. 


4. It is regarded as essential, if the plan is to 
have any prospect of success that Isreel should 
find, and be seen by the Arabs to find, a 
substantial part of the £100 m. from her own 
resources. The only way in which she can conceivably 
do this is felt to be by supplementing such 

niltn al Enviar 
pedeetery contributions as’she can make, with funds 

4 
raised through the sale of bonds to world Jewry. 
The Americans consider that the U.S.A. as a source 
of such funds is drying up and they are pressing 
us to permit the sale of Israel Government bonds 
ihn the U.K. and the sterling Commonwealth. The 
Ly fed Com ek 

Foreign Office believe that unless He¥+4;—perme+ 
this, a real a@ifficulty in the way of Anglo- 


American co-operation over the settlement plan 


will arise. /5. It 


5. It is of course uncertain to what extent 

Israel Government bonds could in fact be sold in 

this country except on artificially attractive 

terms. Tentatively the idea is that the maximum 
which Israel could contribute from internal sources 
would be £10 m. and that about £20 m. would therefore 
have to be raised from the sale of bonds to world 
Jewry, of which the major part, say £15 m., would 
have to come from Jews in the U.K. and sterling 
Commonwealth if in fact Jewish sources in the U.S.A. 


are drying up. 


6. The proposals both for the U.K. Government loan 
of £15 m. and for the sale of Israel Government bonds 
in the U.K. affect our capital position and involve 

a load on our economy. As regards this aspect, 
however, it has to be borne in mind that as the 
payment of the £100 m. by Israel to the Arabs may be 
spread over as long as ten years, it should be 
possible to spread the disbursement of the U.K. 


Government loan over & number of years. 


Ve Apart from the possibilities of danger of 
disturbance to the market if the Israel Government 
is permitted to sell its bonds in this country, 
the main danger lies in repercussions on our 
relations with our sterling Commonwealth and 
Scandinavian friends. The difficulty here would 


perhaps be eased if the terms of the bonds were 


such that they were more akin to a charitable appeal 


than an ordinary market issue. 


8. In case the sale of ponds in this country and 


in some other countries of the sterling Commonwealth 


it will be necessary to consider how 


/to 


is permitted, 


to limit the total amount which Israel can draw in 


this way. In connection with this point, i ily : 
vet, a Gwe eat. 4 Eijhn = 


be useful to have ;oww hd Ca the recent decision 


of the Irish Republic to allow the sale of Israel 
bonds and on the extent to which residents of the 
U.K, and other sterling Commonwealth cowumtries can, 


if they so wish, invest in the bonds on sale in Hire. 


| 


t 


9. We shall have to brief the Chancellor on all 
this immediately he returns to London on 13th June. 
We ourselves are now considering the problems 
referred to in paragraphs 6, 7 and 8 above. I shall 
be most grateful if we may have your considered 


views as soon as possible, 


SS ae 
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We casnot of course anticipate the present exercise on capital 
commitments except in the most general terms - and even that 
more than a vague impression. I would sugsest the following for 
paragraph l:- 
"So far from achieving the overall surplus of £300 milli 
Current Account in our balan of payn 3; which we have said 
we need over the average he years to meet our obligations 
the development of the sterling area and to maintain our 
world, it looks as though we may fail to secure any surplus 
all in the present year. It will take very considerable efforts 
restore the position. 
reason to suppose things 
nany directions in which new burdens 


accepted. Foremost among th 
Ate 


he estimated cost of maintaining our Forces in Germany. 


the financial assistance to Israel now in question 


small sum, if j relatively small country, and 


small sums which we are asked to provide for our 


and in other directions add up in total 


Memorandum by the Chancellor of the Exchequer 


I fully realise the importance and the afivantages of a settlement of 


the Palestine question and I accept that we will need to make financial 


contribution towards a settlement in congumetion with the U.S. - grea 


colleagues will no doubt wish to know as much as possible of the financial 


implications and practical difficulties of settlement on the basis proposed in 


(55)96. In the first piso? Lt is clear that our very desire to bring about a 


settlement will place a powerful weapon im the hands of the Arab countries which 
they will no doubt seek to use to extract from ourselves and from the U.S. 
Government the maximum possible financial assistance in other directions, As 
far as the U.K. is concerned, this is particularly true of Jordan, to which we 
are already giving assistance for the Arab Legion and for development totalling 
about £11 million a year. It is not possible to assess this danger in 
financial terms, but everything possible must clearly be done to guard against 
it in the course of negotiations. X 

2. In the second’ place, a number of financial points arise in connection 
with the proposed compensation to be paid by Israel to Arab refugees. These 
points, which have since the date of the previous Cabinet paper been the subject 
of detailed discussion between the Foreign Office and the Treasury and 
subsequently with the Americans, are set out below. 

— (a) the total figure of £100 million has in itself no very firm basis 
and it is impossible to say at this stage that it will in faoh 
be acceptable to both parties. The Arabs will naturally want 
more, but we can rely on the Israelis to demand that the amowmt 
should be less. It is the firm intention of both parties to 
the present Anglo-American discussions that £100 million should 
be the maximum, but great skill in negotiation will be required 
to hold the amowmt to that figure, 
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(b) It is the intention that at least £30 million should be provided by the 
Israeli Government, either from their ow resources or by themselves 
raising the money elsewhere. Of the balance of £70 million it has 
been suggested that £50 million should be mafle available to Israel by 
gift or loan from the U.S. Government, £15 million by loan from HM. 
Government, and perhaps £5 million by gift or loan from the French and 
other Governments. he question of a U.K. loan of the amount 
suggested has yet to be decided; but in any case it is important that 
we should not, in addition to promising a contribution towards the 
balance of £70 million, get ourselves into the position of in any way 
underwriting the sum to be provided by the Israeli Government. Our 
offer should be presented in such a way that we are not committed to 
contribute more than £15 million; ‘the balance after taking account of 
the American and other Suite taisone, to be found by the Israeli 
Government as best they cane 

(c) It would ve impossible for the Israeli Government successfully to float 
a loan on the London market. It has been suggested that we might be 
able to modify our existing policy as regards access by foreign 
Governments to borrowing in this country, to the extent of allowing the 
sale of Israel Government bonds here. However the question of such 


sale present serious difficulties. 


[0e¥. may wish to recast this» sub-paragraph.7 


(a) There would be grave danger of serious inflation in the Arab countries 
concerned if a sum of the size of £100 million were disbursed there in 
uncontrolled fashion, even over a periode ‘he distribution of large 
numbers of relatively small sums to weducated individuals, not used 
to handling money, could easily lead to the ultimate beneficiaries 
being thieves, cheats and speculators, The price of land and other 
forms of investment could rise to astronomical figures: leaving the 


original recipients of the benefits with a rankling sense of grievance | 
| 


that they hati received no real compensation for what they had lost. 


“20 /Possible 


Possible ways of controlling the disbursement are being examined in 
consultation with the Americans. The Arab Governments concerned will 


have to be brought into consultation in due course, 


(e) The assessment of the individual amounts of compensation in such a way as 


broadly to satisfy the claiments end lead to an effective lessening of 
tension in the area, are matters of extreme difficulty. Possible 
methods are under examination but it is clear that we must firmly insist 
on the Arab Governments taking full responsibility for the results of 
whatever system is eventually decided upon, and for meeting the 
complaints of the individual claimants who feel themselves aggrieved. 

(f) Apart from the claims of individual refugees to lost property there are 
a number of interegovernmental ani interemunicipal claims which will no. 
doubt be put forward on both sides during the course of negotiations. 
It is the intention that these should be regarded as cancelling each 
other out, but no doubt there will be hard bargaining which might, 
unless we are very careful, alter the whole picture considerably. 

(g) U.N.R.WeA. Will have a large part to play in distributing the 
compensation and seeing that it is used to the best advantage in 
resettling the refugees. This will mean that the organisation will 
have to continue to exist for at least ten years, whereas its present 
agreed lease of life is for another five years. We know from the fact 
of American participation in the proposals for « settlemént that the 
UeS. Government, who contribute about 70% of U.N.R WeA.'s funds would 
be prepared to continue their support of U.N.ReWeA. for the required 
period. In the case of other contributors, we need to do all we can, 
at the appropriate time, to get them to continue their support of the 
Agency after five years and for as long as necessary; ami, in the 
context of a general settlement, they may well be disposed to do so, 
The question of the cost to U.N.R.W.A. of the functions it will under- 
take in connection with the compensation also requires further 
examination. 

3e All these points require and are receiving further urgent examination. 

Every effort will be mafe to devise satisfactory solutions of them before any 
/firm 


firm financial commitments are made. However, I feel that my colleagues 
should be aware that there are bound to remain financial and other uncertainties 
about the scheme which can only be cleared up finally after the decision in 
principle has been taken to go ahead with the proposed settlement and in the 
course of negotiations with Israel and the Arab countries. 

4e What we can afford to make by way of a Pinancial contribution towards 


a settlement must teke account of our overseas payments position, 


LF e to develop as they would like. 7 


[fherefore, a contribution of the maximum order of £15 million by way of loan 


assistance to Israel must entail countervailing savings in our overseas peyments/, 


5 Finally, onee we embark on the negotiations for a settlement, we may 
be Griven to fulfil the purpose at a cost greatly in excess of the £100 million 
figure. I trust we shall not find ourselves in the position that, after 
Gisclosing owr views about aid in the negotiations, we are pressed to provide 


financial aid in the hope of an eventual settlement. 


th June, 1955- 


7th June, 1955. 


Plan for Arab/israel settlement 


You will remember that Rowan mentioned to you 
some weeks ago a plan which the Foreign Office were 
preparing to try end solve the Arab/Israel conflict. 
As you know, the plan included two proposais:- 


(a) that H.M.G. should make a loan to israel 
of £15 million; 


(b) thet facilities should be provided for the 
sale of Israel Government Bonds in the 
United Kingdom. 


We now learn that the Woreign Secretary will 
shortly be asking his colleagues to give their 
genersl blessing to the plan, and in particular to 
authorise him to incur the commitments referred to 
at (a) and (b) above. 


/1I enclose 


C.F. Cobbold, =sq., 
Bank of Englend. 


I enclose s note settings out the background 
to this proposel and the points on which we sheil 
have to reach a decision. We shall have to brief 
the Chancellor on all this as soon ss he returns 
to London on 13th June. We ourselves are considering 
the problems referred to in the last three paragraphs 
of the note. I should be most grateful if we might 
have your views on this matter es soon as possible. 


D. H. F. Rickett 
(D.H.F. RICKET?) 


TOP SECRET 


a wed hee Nu fl 
FOR ISRAEL SETTLEME 


The Arab/israel conflict is most damaging to the policies 
and the political and commercial interests of the U.K. in the 


Middle East. Fear and hatred of Israel blind the Arabs to the 
Soviet threat and inhibit their willing co-operation with the 


West. So long as they harbour resentment at the creation of 
israel and feel humiliation st their defeat in the fighting of 
1948, there can be no reliance on the stability of their attitude 
towards the Western world. 

The Israelis, seeing the balance of power and influence in 
the Middle Eest moving steadily against them, and faced with the 
hostility of the Arab states, are tempted to adopt reckless 
courses before it is too late. Their growing aggressiveness 
could easily lead to a renewal of fighting, in which H.M. Govern- 
ment would probably be involved and which might end in the loss 
of many of our valuable assets in the Arab world. 

Far from easing the situation, as was once hoped, the 
passage of time makes it more dangerous snd intractable. It was 
in the conviction that the situation must be stabilized quickly 
that Sir Anthony Eden suggested to Mr. Dulles last autumn thet 
the U.S. and U.K. Governments should urgently examine the 
possibility of bringing about a settlement. Mr. Dulles agreed; 
and a plan for a possible settlement has aceordingly been worked 
out by the Foreign Office in collaboration with the State 
Department. 

On the financial side the plan envisages payment of a net 
sum of £100 m. by Israel to the Arabs over s period of about ten 
years. The receipt of a sum of this size in the Arab countries 
will itself present big problems if considerable inflation is to 
be avoided, and the fullest consideration will have to be given 
to this aspect of the plan. However, the first question is 
“How is Israel to find £100 m. ?" The plan envisages that at 
least £30 m. should be provided by the Israel Government, either 


/from 
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from their own resources or by themselves raising the money 
elsewhere. Of the balance of £70 m., it is proposed that £50 m. 
should be made available to israel by gift or losn from the U.S. 
Government, £15 m. by loan from H.ji.G., and perhaps £5 m. from 
the lrench and other Governments. 

It is regarded as essentisl, if the plan is to have any 
prospect of success that Israel should find, and be seen by the 
Arabs to find, a substantial part of the £100 m. from her own 
resources. The only way in which she can conceiveBly do this is 
felt to be by supplementing such contributions as she can make 
from internal sources with funds raised through the sale of bonds 
to world Jewry. The Americans consider that the U.S.A. as a 
source of such funds is drying up, and they are pressing us to 
permit the sale of Isrsel Government bonds in the U.K. and the 
sterling Commonwealth. The Foreign Office believe that unless 
this is permitted, a real difficulty in the way of Anglo-American 
co-operation over the settlement plan will arise. 

it is of course uncertain to what extent Israel Government 
bonds could in fact be sold in this country except on 
artificially attractive terms. Tentatively the idea is that the 
maximum which Israel could contribute from internal sources would 
be £10 m., and that about £20 m. would therefore have to be 
raised from the sale of bonds to world Jewry, of which the major 
part, say £15 m., would have to come from Jews in the U.K. and 
sterling Commonwealth if in fact Jewish sources in the U.S.A. 
are drying up. 

The proposals both for the U.K. Government loan of £15 m. 
and for the sale of Israel Government bonds in the U.K. affects 
our capital position and involve a load on our economy. As 
regards this aspect, however, it has to be borne in mind that as 
the payment of the £100 m, by Israel to the Arabs may be spread 
over as long as ten years, it should be possible to spread the 
disbursement of the U.K. Government loan over a number of years. 


/Apart 


Apart from the possibilities of danger of disturbance to 
the market if the isreel Government is permitted to sell its 


bonds in this country, the main denger lies in repercussions on 


our relations with our sterling Commonwealth and Scandinevian 
friends. The difficulty here would perhaps be essed if the terms 
of the bonds were such thet they were more akin to a charitable 
appeal than an ordinary market issue. 

In case the sale of bonds in this country end in some other 
countries of the sterling Comnonwealth is permitted, it will be 
necessary to consider how to limit the total amount which Isrewl 
can draw in this way. in connection with this point, it will be 
useful to have the views of the Bank of England on the recent 
decision of the Irish Republic to allow the sale of israel bonds 
and on the extent to which residents of the U.K. and other 
sterling Comnuonwealth countries can, if they so wish, invest in 


the bonds on sale in Hire. 


CABINET 
EALESTINE SETTLE ONT 
Memorantun by the Chancellor of the Sxche quer 


I fully realise the importance and the alvantages of a settlement of 


the Palestine question and I accept that we will need to make a financial 


contribution towards a settlement in conjunction with the U.S. Government.e iy 
i entseeicaseeeesee? 
colleagues will no doubt wish to mow as much as possible of the financial 


implications ani practical difficulties of settlement on the basis proposed in 
©(55)962 In the first place, it is clear that our very desire to bring about a 
settlement will place a powerful weapon dn the hanis of the Arab countries which 
they will no doubt seek to use to extract from ourselves ani fron the Us5. 
Government the maximun possible financial assistance in other irectionm As 
for ap the U.K. is conesrned, this is particularly true of Jordan, to which we 
are already giving assistance for the Arab legion and for development totalling 
about £11 million a year. it is not possible to assess this danger in 
finaneial terns, but everything possible must clearly be done to guard against 
it in the course of negotiations. 

2 In the second place, a nusber of financial points arise in connection 
with the proposed compensation to be paid by Israel to Arab refugees, These 
points, which have since the date of the previous Cabinet paper been the subject 
of detailed discussion between the Foreign Office ani the treasury and 
subsequently with the Americans, are set out below 

(a) ‘he total figure of £100 million has in itself no wry firm basis 
and it ie impossible to say at this stege that it will in faced 
be aceeptable to both parties, The Arabs will naturally wont 
more, but “® can rely on the Israelis to demand that the moumt 
should be leaae It is the firm intention of both parties to 
the present Anglo-imerican discussions that £100 million should 
be the maximus, but great skill in negotiation will be required 
to hold the anout to thet figure. 


Sa /(e) 
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(b) It de the intention that at least £30 million should be provided by the 
Israeli Government, either fron their om resources or by themselves 
raising the money elsewhere, Of the balance of £70 million it has 
been suggested that £50 million should be mate available w Israel by 
gift or loan from the Use Government, £15 million by loan from HM. 
Government, and perhaps £5 million by gift or loan from the French ani 
other Govermmen tse She question of a U,Ke loan of the amount 
suggested has yet to be decidedy but in any case it is inportant that 
we should not, in aldition to promising a contribution towards the 
balenes of £70 million, get ourselves into the position of in any way 
wiierwriting the sus to be provided by the Israeli Goverment, ur 
offer shoulé be presented in such a way that we are not committed to 
contribute more than £15 million; ‘the balance after talking accomt of 
the American ani other contributions, to be fowl by the Isreeli 
Govermment as best they cans 

(e) It would be impossible for the Israeli Government successfully to float 
a loan on the Lonion market. It has been suggested that we might be 
able to modify our existing policy as regards acoess by foreign 
Governments to borrowing in this country, to the extent of allowing the 
gale of Iarsel Government bonis here, However the question of such 
sale present serious difficulties. 


00% may wish to recast this: sub-paragraph,7 


(a) There would be grave danger of serious inflation in the Arab countries 
concerned if a sum of the size of £100 million were disbursed there in 
uncontrolled fashion, even over a period. ‘he distribution of large 
numbers of relatively small suns to uneducated infividusls, not used 
to handling money, could easily lead to the ultimte beneficiaries 
being thieves, cheats and speculators, ‘The price of lant ani other 
forns of investment could rise. te astronomical figures: leaving the 
original recipients of the benefits with a raniding sense of grievance 
that they hai received no real conpensation for what they had lost. 


ole /Posaible 
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Possible ways of controlling the disbursement are being examined in 
consultation with the Americans, The Arab Gowrnments concerned will 
have to be brought inte consultation in due course 

(e) The assessment of the individuel amounts of compensation in such a way as 
broadly to satisfy the claimants ani lead to an effective lessening of 
tension in the area, are matters of extreme difficulty. Possible 
methods are under examination but it is cleor that we must firmly insist 
on the Arab Governments taking full responsibility for the results of 
whatever aystem is eventually decided upon, and for meting the 
complaints of the individual claimants who feel themselves aggrieved. 

(f) Apart from the claims of individual refugees to lost property there are 
a nunber of interegovernmental ani interemmicipal clains which will no 
doubt be put forward on both aides during the course of negotiations. 
It is the intention that there should be regarded as cancelling each 
other out, but no doubt there will be hard bargaining which might, 
unless we are very careful, alter the whole pleture considerably. 

(g) UstieRe ede WALL have a large part to play in distributing the 
compensation ani secing that it io used to the best advantage in 
Tesettling the refugees. ‘This will mean that the organisation will 
have to continue to exist for at least ten years, whereas its present 
agreed lease of life is for another five years, e mow fron the fact 
of American participation in the proposals for a settlement that the 
UeSe Government, who contribute about 70% of U.N. WeA.'s funis would 
be prepared to continues their support of UsllaReWede for the required 
peried, In the case of other contributors, we need to do all we can, 
at the appropriate time, to get them to continue their support of the 
Agenay after five years ani for as long as mecessary; ani, in the 
context of a general settlement, they may well be Gisposed to do 8G. 
The queation of the cost to U.N.feNeAe Of the functions it will unfere 
tale in connection with the compensation also requires further 
examinations 

Be All these points require and are receiving further urgent examination. 

Bvery effort will be made to devise satisfactory solutions of then before any 
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fiem financial connitments are made. However, I feel that my colleagues 


should be aware that there aro bound to remain financial and other uncertainties 
about the achome which oan only be cleared up finally after the decision in 
principle has been taken to go alent with the proposed settlement ani in the 
course of negotiations with Ierac] and the Arab cowntriese 

he What we oan afford to make by way of a financial contribution towmris 
a settlement must take account of our overseas payments position. 


Be¥ to develop as they would 1ike,7 


Zfrerefore, a contribution of the maximum arder of £15 million by way of loan 
assistance to Israel must entail countervailing savings in our overseas payuents/, 


5e Winally, once we embark on the negotiations for a settlement, we may 
be G@riven to fulfil the purpose at a cost greatly in excess of the £100 million 
figures I trust we shall not find ourselves in the position that, after 
@isclosing our views about aid in the negotiations, we are pressed to provide 
financial 214 in the hope of an eventual settlemnt. 


=———_———" 
TREASURY CHAMBERS, 


GREAT GEORGE STREET, 
es LONDON, S$.W.1. 
Cur$in~ Mn 


+e ax. 8th June, 1955. 
yk ZU, 


I enclose a copy of @ draft. Cabinet Paper 
which Rickett and I have prepared and which we 
are now clearing with I.F. 


We do not suggest that you should show it 
to the Chancellor at this stage, but we thought 
you would like to see it in good time and give 
us any amendments you thought ought to be made, 
so that we can get it to the Chancellor early 
next week. 


Paragraph 5(b) has been written in advance 
of the detailed views which the Bank have promised 
to let us have by the end of this week on the 
proposals about the sale of Israeli bonds in this 
country. At lunch to-day the Governor told 
Rickett that he thought their view would be that 
if H.M.G. decide, for overriding political reasons, 
it was necessary to agree to this, the Bank would 
not object - but they would probably suggest that 
it ought to be explained in advance to the Finance 
Ministers of Commonwealth countries and perhaps 


also to the Norwegians. 
fos Cwi~ 


(W. ARMSTRONG) 


Sir Leslie Rowan, K.C.B., C.V.O. 
PARIS 


Memorendum by the Chancellor of the puchequer 
My colleagues will wish to have my views on the fineneial 


considerations which arise in connection with the very important 
proposals outlined in the Foreign Secretary's memorandum (0(55) ). 
2, ‘The main financial proposals for which the Foreign Secretary 
seeks the authority of the Cabinet are in connection with the 
proposed compensation to be paid by the Government of Israel to 
Avab refugees. It will be recalled that this has been fixed at 
£100 million, of which £50 million is to be made available to 
Israel by gift or loan from the U.S, Govermment and, say, £5 million 
by gift or loan from the Prench or other Governments, and that 

(a) H.M.G, should lend a sum of the order of £15 million 
to the Government of Ierael; 

(>) In order to assist the Goverment of Israel in finting 
the £30 million remaining, permission should be given 
for the sale of Israeli Government bonds, in the 
United Kingdom and elsewhere in the Sterling Area in the 
expectation that in thie way the Government of Israel 
might raise sbout £15 million, 

3. If these proposals were carried out the effect would be to 
place on the U.K, economy a burden of about £30 million spread 
over a period of shout ten yoors. The question ia not only 
whether the advantages to be secured fran the proposed settlement 
ave commensurate with an additional burden of the sige, but also 
whether we dan afford it ~ that is to say, whether it is consistent 
with our declared policy of working consistently for the 
strengthening of sterling ani our external payments position. 
hk, I shall shortly be bringing before my colleagues estinates 
of ow belance of payments position over the coming twelve months, 
Without anticipating these it can be said now that so far fron 
/eshioving 
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e achieving the overall surplus of £3500 million on Current Account 
in our belance of payments which we have said that we need over 
the average of the years to mect our obligations for the 
development of the “Sterling Area ani to maintain our position 
in the world, it looks os though we may fail to secure any 
surplus at all in the present year, It will take very considersbie 
efforts to restore the position. Looking ahead, there is no 
particular reason to suppose things will become easier for us, 
ana there are many directions in which new burdens and 
Obligations must be accepted. Foremost among these is the 
280 million a year which is the estimated cost of maintaining 
our Forces in Gemmeny. Although the financial assistance to 
Israel now in question is a relatively small sum, we cannot 
consider this proposal in isolation, It is the cumiative 
effect of a series of commitments such as these, each of them no 
Govbt justified on their individual merits, which may easily in 
the aggregate place too great a strain upon our balance of 
payments and our economic resources, 

5. So mch for the general background against which tho 

questions raisea by the Foreign Secretary must be decided, The 

two propositions themselves raise a mmber of specific points;- 

(a) ‘The proposed loan by H.M,G, would have to be made, as 

is aimitted in 6(55)96, on very doubtful security - 
infeed in my view we should be deceiving ourselves 
if we expected much of it ever to be repaid, 
Nevertheless, I can see that it is importent iran 
the presentational point of view that it should be 
Geseribed as a loan - so that the Arabs at any rate 
may think that it is to come from the resources of 
Israel in the long run. Such considerations may also 
suggest that the rate of interest should be on 
normal lines, 


/(b) The 


(b) 
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The proposal that the Government of Israel should be 
allowed to sell bonds here, raises a mmber of points 
of special difficulty, In the first place it wilk 
clearly be essential to avoid anything which might be 
construed as @ commitment on our part that any given 
amount will be fortheoming from this source, since if 
in fect it 414 not prove possible for the Government of 
Israel to raise as much as they expected, they would be 
tempted to turn to us for the balance, At the same time 
it would probably be necessary to put a limit on the 
amount to be raised in this way so as to avoid an open- 


ende’ commitment. or erter—to-dtetinguish the-operation- 
from nortan borrowing and to ensure that 


to have repercussions on our policy towards the ovorseas 
use of our capital resources. We have so far consistentl; 
followed a policy of preserving our limited supply of 
long-term capital for the development of the 
Commonwealth, and the demenfis for capital for this 
purpose have always been as much as if not more than 
we could manage. In particular, the Colonial 
Secretary is facing the position that a mumber of 
Colonies will have difficulty in obtaining as much as 
they haf hoped fron the London capital market, In 
these circumstances we have had to refuse access to the 
market to a number of would-be borrowers from outside 
the Gormonvealth, including the Norwegians whose 
economic development it would be most aivantageous to 
us to assist if we could, So far the disappointed 
applicants from the Commonwealth and elsewhere have 
accepted our arguments that we are doing as much as we 
can possibly affords; it would clearly be difficult to 
justify to them the provision of apecial facilities for 


brates fi 
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6. Against this background, whatever may be decided about the 
Government-to-Government loan, I would suggest that we should 
consider whether the proposed facilities for the sale of Israeli 
bonds should not be omitted from the proposals, at any rate at 
the outset, and that our representatives should merely say that 
we expect the Israeli Government to produce £30 million from its 
own resources, It may well be that the Israelis would feel 
able to produce this sum, or at least a larger part of it than 
the Foreign Secretary at present expects, At any rate I think 
we should throw upon them the onus of showing that they cannot 
do so without additional special facilities. 
7e im addition to these major issues thers are a sumber of 
points which have already been the subject of discussion between 
the Foreign Office and the Treasury, and subsequently with the 
Americans, and on which further work will be required. These are:- 
(a) The total figure of £100 million has in itself no very 
firm basis and it is impossible to say @ this stage 
that it will in fact be acceptable to both parties. 
The Arabs will naturally want more, but we can rely 
on the Israelis to demand that the amount should be 
less. It is the firm intention of both parties to 
the present Anglo-American discussions that £100 million 
should be the maximum, but great skill in negotiation 
will be required to hold the amount to that figure. 
There would be grave danger of serious inflation in 
the Arab countries concerned if a sum of the size of 
£100 million were disbursed there in uncontrolled 
fashion, even over a period. The distribution of large 
Dembers of relatively small sums to uneducated 
individuals, sot used to handling money, could easily 
lead to the ultimate beneficiaries being thieves, 
cheats and speculators. The price of land and other 


/ftorms of 


forms of investment could rise to astronomical figures: 
leaving the original recipients of the benefits with 

@ rpankling sense of grievance that they had received no 
real compensation for what they had lost. 

The assessment of the individual amounts of compensation 
in such a way as broadly to satisfy the claimants and 
lead to an effective lessening of tension in the area, 
are matters of extreme difficulty. Possible methods 

are under examination but it is clear that we must 
firmly insist on the Arab Government taking full 
responsibility for the results of whatever system is 
eventually decided upon, and for meeting the complaints 
of the individual claimants who feel themselves aggrievede 
Apart from the claims of individual refugees to lost 
property there are a number of inter-governmental and 
inter-mnicipal claims which will no doubt be put 
forward on both sides during the course of negotiations, 
It is the intention that these should be regarded as 


cancelling each other out, but no doubt there will be 
hard bargaining which might, unless we are very careful, 
alter the whole picture considerably, 

U.N.R.W.A. Will have a large part to play in distributing 
the compensation and seeing that it is used to the 

best advantage in resettling the refugees, This will 
mean that the organisation will have to continue to 


exist for at least ten years, whereas its present agreed 
lease of life is for another five yearse ie know from 
the fact of American participation in the proposals 

for a settlement that the U.S. Government, who contribute 
about 70% of U.N.R.W.A.*s funds, would be prepared to 
continue their support of U.N.R.W.A. for the required 
period, In the case of other contributors, we need to do 
all we can, at the appropriate time, to get them to 


/eontinue 


continue their support of the Agency after five years 
and for as long as necessary; and, in the context of a 
general settlement, they may well be disposed to do so. 
The question of the cost to U.N.R.W.A. of the functions 
it will undertake in connection with the compensation also 
requires further examination, 
8 Finally, as the Poreign secretary admits, there is a very 
real danger that once we embark on these negotiations we will be 
pressed to accept further financial commitments, It is clear that 
our very desire to bring about a settlement will place a powerful 
weapon in the hands of the Arab countries which they will no doubt 
seek to use to extract from ourselves and from the U.S. Government 
the maximum possible financial assistance in other directions. 
As far as the U.K. is concerned, this is particularly true of Jordan, 
to which we are already giving assistance for the Arab Legion and 
for development totalling about £11 million a year. It is not 
possible to assess this danger in finaneial terms, but everything 
possible must clearly be done to guard against it in the course of 
negotiation, 
9. To sum up, if the Foreign Secretary feels that it is an 
essential part of his proposals that we should be willing to incur 
‘the financial obligations diseussed above, I am prepared reluctantly 
to agree despite the misgivings which I cannot but feel about the 
\cumulative effect of this and other similar commitments upon our 
external economic position. In any event, however, I suggest that 
for the reasons given in paragraphs 4 and 5 above, we should 
consider whether the proposed loan from H.M.G,. should not be for a 
smaller amount and we should at least in the first isstance avoid 
proposing to the Israelis any special facilities for raising 
money here. 


TREASURY CHAMBERS, 
GREAT GEORGE STREET, 
LONDON, S.W. ke 


8th June, 1955. 


I enclose a copy of a draft Cabinet Paper 
which Rickett and I have prepared and which we 
are now clearing with I.F. 


We do not suggest that you should show it 
to the Chancellor at this stage, but we thought 
you would like to see it in good time and give 
us any amendments you thought ought to be made, 
so that we can get it to the Chancellor early 
next week. 


Paragraph 5(b) has been written in advance 
of the detailed views which the Bank have promised 
to let us have by the end of this week on the 
proposals about the sale of Israeli bonds in this 
country. At lunch to-day the Governor told 
Rickett that he thought their view would be that 
if H.M.G. decide, for overriding political reasons, 
it was necessary to agree to this, the Bank would 
not object = but they would probably suggest that 
it ought to be explained in advance to the Finance 
Ministers of Commonwealth countries and perhaps 
also to the Norwegians. 


(W. ARMSTRONG) 


Sir Leslie Rowan, K.C.B., C.V.0. 
PARIS 


SIR ALEXANDER sonmran ec: Col. Russell Edmunds 


Palestine Settlement 


I attach a revised draft of Col. Russell Edmunds' draft 
Cabinet Paper on this subject. I have agreed this with 
Mr. Rickett but it requires confirmation from Sir Leslie Rowan, 
who is at present in Paris and to whom I have sent a copy, 
while paragraph 5(b) anticipates to some extent the views of 
the Bank of England, who have promised us a letter hy the end 
of the week. 

Subject to clearance from these quarters and your own 
views we would hope that the draft could be summitted 
to the Chancellor immediately on his return to the office on 
Monday next. 

Meanwhile I think it would be desirable to send a copy 


of the draft/ (omitting the last paragraph which we should 


reserve for the Chancellor) in the next day or so, so as to 


let them know how our minds are working. 


fh 


(W. ARMSTRONG) 
8th June, 1955. 


A Yb 


TOP SECRET 
(55) 
June, 1955 
DRAFT 


CABINET 
PALESTINE SETTLEMENT 


Memorandum by the Chancellor of the Exchequer 


My colleagues will wish to have my views on the financial con 
siderations which arise in connection with the very important 
proposals outlined in the Foreign Secretary's memorandun 
(¢(55) Js 
2. The main financial proposals for which the Foreign Secretary 
seeks the authority of the Cabinet are in connection with the 
proposed conpensation to be paid by the Government of Israel to 
Arab refugees. It will be recalled that this has been fixed at 
£100 million, of which £50 million is to be made available to 
Israel by gift or loan from the U.S. Government and, say, £5 
million by gift or loan from the French or other Governments, 
and that 

(a) H.M.G. should lend a sum of the order of £15 

million to the Government of Israel; 

(b) in order to assist the Government of Israel 

in finding the £30 million remaining, per- 


mission should be given for the sale of 


Israeli Government bonds, in the United 


Kingdom and elsewhere in the Sterling Area, 

in the expectation that in this way the 

Government of Israel might raise about 

£15 million. 
3. If these proposals were carried out the effect would be to 
place on the U.K. economy a burden of about £30 million spread 
over a period of about ten years. The question is not only 


whether the advantages to be secured from the proposed settle- 


/ment 


settlement are commensurate with an additional burden of this 
size, but also whether we can afford it - that is to say, 
whether it is consistent with our declared policy of working 
consistently for the strengthening of sterling and our external 
payments position. 

es I shall shortly be bringing before my colleagues estimates 
of our balance of payments position over the coming twelve 
months. Without anticipating these it can be said now that 

so far from achieving the overall surplus of £300 million on 
Current Account in our balance of payments which we have said 
that we need over the average of the years to meet our obliga- 
tions for the development of the Sterling Area and to maintain 
our position in the world, it looks as though we may fail to 
secure any surplus at all in the present year. It will take 
very considerable efforts to restore the position. Looking 
ahead, there is no particular reason to suppose things will 
become easier for us, and there are many directions in which 
new burdens and obligations must be accepted. Foremost among 
these is the £80 million a year which is the estimated cost of 
maintaining our Forces in Germany. Although the financial 


assistance to Israel now in question is a relatively small sum, £ 


56 So much for the general background against which the 
questions raised by the Foreign Secretary must be decided. 
The two propositions themselves raise a number of specific 


points:- fone 0 Gr Meade 


(a) The proposed loan by H.M.G. would/ be, as is 


admitted in C(55)96, on very doubtful security - 
indeed in my view we should be deceiving ourselves 
if we expected much of it ever to be repaid. 
Nevertheless, I can see that it is important from 
the presentational point of view that it should be 
described as a loan - so that the Arabs at any rate 


/may 


may think that it is to come from the resources of 
Israel in the long run. Such considerations may 

also suggest that the rate of interest should be on 
normal lines. 

The proposal that the Government of Israel should 

be allowed to sell bonds here, raises a number of 
points of special difficulty. In the first place 

it will clearly be essential to avoid anything which 
might be construed as a commitment on our part that 
any given amount will be forthcoming from this source, 
since if in fact it did not prove possible for the 
Government of Israel to raise as much as they expected, 
they would be tempted to turn to us for the balance. 
At the same time it would probably be necessary to 

put a limit on the amount to be raised in this way so 
as to avoid an open-ended commitment. In order to 
distinguish the operation quite clearly from normal 
neha 2a and to ensure that as far as possible the 
money attracted comes from genuine sympathisers with 
Israel, it will probably be necessary to insist that 

a purely nominal rate of interest is offered. Even 
so, the proposal is bound to have repercussions on our 
policy towards the overseas use of our capital resources. 
We have so far consistently followed a policy of 
preserving our limited supply of long-term capital for 
the development of the Commonwealth, and the demands for 


capital for this purpose have always been as much as, 


if not more than, we could manage. In particular, the 


Colonial Secretary is facing the position that a number 
of Colonies will have difficulty in obtaining as much 
as they had hoped from the London capital market. In 
these circumstances we have had to refuse access to the 
market to a number of would-be borrowers from outside 


the Commonwealth, including the Norwegians whose economic 


/development 


development it would be most advantageous to us to 
assist if we could. So far the disappointed 
applicants from the Commonwealth and elsewhere have 
accepted our arguments that we are doing as much as 
c “SAS we can possibly afford; it would clearly be difficult 
josie to justify to them the provision of special (depots for 
Israel. 
6. Against this background, whatever may be decided about the 
Government-to-Government loan, I would suggest that we should 
consider whether the proposed facilities for the sale of Israeli 
bonds should not be omitted from the proposals, at any rate frem 
the outset, and that our representatives should merely say that 
we expect the Israel Government to produce £30 million from its 
own resources. It may well be that the Israelis would feel 
able to produce this sum, or at least a larger part of it than 
the Foreign Secretary at present expects. At any rate I think 
we should throw upon them the onus of showing that they cannot 
do so without additional special facilities. 
The In addition to these major issues there are a number of 
points which have already been the subject of discussion between 


the Foreign Office and the Treasury, and subsequently with the 


Americans, and on which further work will be required. These 


are:- 
(a) The total figure of £100 million has in itself no very 

firm basis and it is impossible to say at this stage 
that it will in fact be acceptable to both parties. 
The Arabs will naturally want more, but we can rely 
on the Israelis to demand that the amount should be 
less. It is the firm intention of both parties to 
the present Anglo-American discussions that £100 
million should be the maximum, but great skill in 
negotiation will be required to hold the amount to 
that figure. 
There would be grave danger of serious inflation in 
the Arab countries concerned if a sum of the size of 


£100 million 


£100 million were disbursed there in uncontrolled 
fashion, even over a period. The distribution of 
large numbers of relatively small sums to uneducated 
individuals, not used to handling money, could easily 
lead to the ultimate beneficiaries being thieves, 
cheats and speculators. The price of land and other 
forms of investment could rise to astronomical figures: 
leaving the original recipients of the benefits with a 
rankling sense of grievance that they had received no 
real compensation for what they had lost. 

The assessment of the individual amounts of compensa- 
tion in such a way as broadly to satisfy the claimants 
and lead to an effective lessening of tension in the 
area, are matters of extreme difficulty. Possible 
methods are under examination but it is clear that we 
must firmly insist on the Arab Government taking full 
responsibility for the results of whatever system is 
eventually decided upon, and for meeting the complaints 
of the individual claimants who feel themselves 
aggrieved. 

Apart from the claims of individual refugees to lost 
property there are a number of inter-governmental and 
inter-municipal claims which will no doubt be put 
forward on both sides during the course of negotiations. 
It is the intention that these should be regarded as 
cancelling each other out, but no doubt there will be 
hard bargaining which might, unless we are very careful, 
alter the whole picture considerably. 

U.N.R.W.A. will have a large part to play in distribut- 
ing the compensation and seeing that it is used to the 


best advantage in resettling the refugees. This will 


mean that the organisation will have to continue to 

exist for at least ten years, whereas its present agreed 

lease of life is for another five years. We know from 

the fact of American participation in the proposals 
/for 


for a settlement that the U.S. Government, who 
contribute about 70% of U.N.R.W.A.'s funds would be 
prepared to continue their support of U.N.R.W.A. for 
the required period. In the case of other contributors, 
we need to do all we can, at the appropriate time, to 
get them to continue their support of the Agency after 
five years and for as long as necessary; and, in the 
context of a general settlement, they may well be 
disposed to do so. The question of the cost to 
U.N.R.W.A. of the functions it will undertake in 
connection with the compensation also requires further 
examination. 
8. Finally, as the Foreign Secretary admits, there is a very 
real danger that once we embark on these negotiations we will 
be pressed to accept further financial commitments. It is clear 
that our very desire to bring about a settlement will place a 
powerful weapon in the hands of the Arab countries which they 
will no doubt seek to use to extract from ourselves and from the 
U.S. Government the maximum possible financial assistance in other 
directions. As far as the U.K. is concerned, this is parti- 
cularly true of Jordan, to which we are already giving assistance 
for the Arab Legion and for development totalling about £11 
million a year. It is not possible to assess this danger in 
financial terms, but everything possible must clearly be done to 
guard against it in the course of negotiation. 
9. To sum up, if the Foreign Secretary feel§{that it is an 
essential part of his proposals that we should be willing to 
incur the financial obligations discussed above,/-t-eusgest—thet 


In any event I suggest that for the reasons given in paragraph 5 


above we should consider whether the wes poned loan from H.M.G. 
a 


should not be for a smaller amount and/ should at least in the 
first instance avoid proposing to the Israelis any special 


facilities for raising money here. 


7th June, 1955. 


SECRET 


Dear Mr.Ridkett, 


Plan for Arab/Israel Settlement 


In the absence of the Governor, I am replying to your 
letter of 7th June on this subject. 


The most important question, to our mind, is that of 
the effect on our relations with the Commonwealth and Scandinavia 
of allowing the sale of Israeli bonds in this country and, to a 
lesser extent, of the increased pressures from would-be borrowers 
in other countries to which we may be subjected. This: is, of 
course, primarily a political question and therefore not our 
direct concern; but our view, for what it is worth, is that 
H.M.G.'s action would have to be defended on the grounds of the 
exceptional nature of the operation and the importance of the 
object in view. The presentation of the project would obviously 
be important. 


We have, however, some doubts about the suggestion in 
the Note which you enclosed that the Israeli bonds should, for 
presentational reasons, be sold on "chariteble appeal" terms. 

The question of terms is, of course, a matter primarily for the 
Israelis; but an issue on such a basis would be an innovation 
for them, and perhaps not a welcome one, in view of the effect it 
would obviously have on the total subscribed. With a Tap issue, 
such as this would almost certainly be, it is, of course, 
impossible to align the terms closely with Market rates, other 
than quite temporarily; but the probability is that in order to 
maximise receipts the Israelis would wish, if they were designing 
an issue specially for this Market, to offer more, rather than 
less, than the general level of rates which they expected to 
obtain during the period that the Tap was open. It is more 
probable still that they would want, as in other countries, to 
use a tranche of their current Tap issues which are designed 
mainly for the U.S. market. In any event, however, the special 
system of distribution through volunteers which the Israelis 
would no doubt wish to use here, as they have done elsewhere, 
would serve to distinguish the operation from ordinary Market 
1Ssues. 


As regards the imposition of limits on the amounts 
to be issued, I should have thought that this could easily be 
done, perhaps over periods of six months, through the mechanism 
of the C.1I.C. 


I enclose a note setting out what we know of the 
history and results of Israel's oversea bond offerings. From 
the scanty figures we have of their receipts from countries other 
than the U.S.A., I am left in considerable doubt as to whether they 
would succeed in raising £15 million from the U.K. and sterling 
Commonwealth, even over an extended period. I need hardly add 
that we feel it would be most important to make clear that there 
could be no question of any short-fall being underwritten by H.M.G,. 


You will also see from the note enclosed that we have 
little information bearing specifically on the issue of Israeli 
bonds in Eire. 


Yours sincerely, 


teh Mynird 


D.H.F.Rickett, Esq., C.B., C.M.G. 


SECRET 


ISRAEL 

The history of Israel's external bond issues may be 
summarised as follows. 

In March 1951 the U.S. Securities and Exchange 
Commission approved a $500 million "Independence issue" to be made 
in the United States. The securities were a 15-year 34% Bond 
and a 12-year Saving Bond carrying no interest, but redeemable at 
150% at maturity. Both securities were issued at par and were 
non-transferable until 1954, after which they might be exchanged 
for bearer. When the Tap was closed in 1954 $1343 million of 
Bonds had been sold. 

In March 1954 a "Development issue" of up to 
$350 million was authorised for sale both in the United States and 


abroad. The securities in this case were a 15-year Bond, carrying 


interest at 4%, and a 10-year Saving Bond, redeemable at 150%, 


both issued at par and both non-transferable until July 1959. 
This issue is still running. 

Both the Independence and the Development issues 
carry special rights of early redemption in the event of the death 
of an original subscriber. Interest and principal are payable in 
U.S. dollars, with the holder having the right to opt for 
redemption in Israeli currency. The distribution of both issues 
was made, not through Market channels, but through a special 
voluntary organisation. 

We know little of the operations in Hire except that 
permission for the sale of bonds in that country was given in 
February of this year. We then considered whether any action was 
called for on our part. We concluded that the Exchange Control 
could do nothing and that the attraction of the issue to U.K. 
residents was likely to be so slight that we need make no 
representations to the Eire Authorities. 

In January 1955 it was claimed that sales of these 


bonds had been allowed in - 


U.S As 
Canada 
Mexico 
Uruguay 
Venezuela 
Cuba 

Peru 

Puerto Rico 
Holland 
Belgium 
Switzerland 
and 14 other countries. 


Total sales in 1953 are given as $36.8 million, and in 1954 as 


~40.5 million; it is clear that the bulk of these are made in 
United States. It is said that in 1954 $1.1 million were 


in Holland and $0.75 milli in Switzerland. 


TOP SECRET 


nS 

Sir Alexander Johnston 

attached for Economic 
Secretary 


MR. PETCH 


PALESTINE SETTLEMENT 
Memorandum by a Foreign Secretary - 

After many changes of plan the Foreign Office have now 
asked that their proposals for the Palestine Settlement be 
taken by the Cabinet on Thursday next and have circulated the 
attached memorandum by the Foreign Secretary. 

This follows the draft which we were given last week 
and on the basis of which we warned the Foreign Office that we 
thought the Chancellor would wish to circulate a paper himself 
on the financial aspects. 

The draft of such a paper is below. It was prepared at 
a time when we thought the Foreign Office wished the matter to 
be taken tomorrow and was approved by Sir Alexander Johnston 
and Sir Herbert Brittain for that purpose. Since then we have 
had the views of the Bank (letter of 10th June below) on the 
question of the sale of Israeli bonds in this country; the only 


alteration that is required in the paper is the deletion of the 


fourth sentence of paragraph 5(b) dealing with the rate of 


interest. I have also added a sentence to paragraph 8 to deal 
with a point made by Colonel Russel Edmunds in his minute of 
10th June below, 

The main point of the paper is not to oppose the financial 
side of the Foreign Secretary's proposals, but to bring home to 
the Cabinet the difficulties which they present for us, parti- 
cularly in the present balance of payments situation, and to 
urge as strongly as possible that these should be minimised by 

(a) reducing, if possible, the amount to which we are 


committed for a Government-to-Government loan; 


/>) 


(b>) not including in our inttial offer the proposal 
to make facilities here for the sale of Israeli 
bonds but coné¢eding this only if the Israelis can 
show clearly that they would be unable to raise the 
whole of their share of the compensation payments 


from their own existing resources. 


(W. ARMSTRONG) 


13th June, 1955. 
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SIR ALEXANDER JOHNSTON 


COPY TO: Mre We Armstrong 


G.P. and C.P.(55 36 
PALESTINE SETTLEMENT 


The Chancellor is already very familiar with this subject ani the second 
of these two papers represents his own reactions to the first, put in by the 
Foreign Secretary, and to Sir Anthony Eden's paper 0.(55)96 of 6th April. ‘The 
Chancellor's paper follows closely in its later stages a text which the Chancellor 
approved in April, but brings out more clearly the Balance of Payments difficulties, 
particularly in relation to Commonwealth policy, of paying large sums to Israel, 
and the objections to allowing the sale of Israeli Bonds in the Sterling Area. 

The statement of the latter follows closely the advice given to us by the Bank of 
England, 

2. It is recommended that the Chancellor should if possible, for the reasons 
given in his paper, persuade his colleagues to agree to the omission of any offer of 
facilities for the sale of Israeli Bonds at the outset. Apart from this, having 
brought the financial difficulties and dangers to the notice of the Chancellor and 
through him to the notice of his colleagues, the Treasury do not wish to advise him 
definitely to oppose the whole plan. The factors involved are largely political in 
natures We must recognise the importance to the whole world of arriving at a 
settlement in the Middle East. re Dulles is personally very interested in the plan 
and it would be greatly to the disadvantage of the U,K. if the Americans were to go 
ahead with it, and bring it to success, without U.K. participation, It is for 
Ministers to decide whether these factors are of sufficient weight to override the 
financial difficulties we have pointed out. But one danger must be avoided; that 
we should become involved in financial commitments which we could not subsequently 
escape, without positive assurance that they will lead to a real and effective 
settlement. If there is any suggestion that we should make definite offers in the 


hope that the Arabs and Israelis will thereby be persuaded to settle their 


differences, it is recommended that the Chancellor should oppose it strongly. 
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